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Exhibit F-1 


PENN CENTRAL TRANSPORTATION COMPANY : “PHILADELPHIA, PA, 0 t= 
February 5, 1970 
Alan Rogers of NCO called me today to express concern over the sharply reduced earnings’ ; 
announced in the newspapers today. He asked if we were continuing to sell the Company's 
notes and whether J felt that Penn Central had sufficient resources which could be converted 
to cash to pay down debt, if necessary. I said that Goldman, ‘Sachs was continuing to sedi the 
commercial paper notes of Penn Central Transportation Company. In answer to question 
nuinber 2, I suggested that the Company has a number of valuabie properties and securities, 
and that I was certain that something could be worked out should it ever become necessary. 
Alan saic that as a result of my comments, he would continue to carry Penn Central 
Transportation Company as a prime name, JACK A, VOGEL 
ce: GLL, JCH, JLW, RGW, GVC, LED, PAF 
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PENN CENTRAL TRANSPORTATION COMPANY PHILANELPHIA, PENNSYLV. 
February 5, 1970 ; CONFIDENTIAL 

This morning's press announced that Penn Central Transportation Company 
had an operating loss of $56MM for the year 1969 and that the railroad was writing off its 
investment in equipment facilities and terminals being used for long-haul passenger service 
west of Harrisburg, Pennsylvania and Albany, New York. Penn Central, consolidated, 
showed a profit of approximately $4MM for 1969. Having talked with GLL last night and 
JCH this morning, I called John O'Herron, Vice President of Penn Central Transportation. 
He said that the write-off of $125MM in passenger equipment and facilities was really an 
accounting transaction and a positive move in that it revealed their strategy to get out of 
the passenger service business. 1 asked what their cash picture looked like for the first 
six months of this year. He said itis very tight. He said they will probably need about 
$200MM to meet their requirements this year. He then went on to describe how they plan 
to obtain this money. He is working on a $50-75MM Eurodollar loan at the holding company 
level, proceeds to be lent downstream. Next they plan to do $100MM 30-year bond offering 
in Penn Central with half of each bond having warrants to buy Penn Central's holding company 
Stock and the other half of each bond ..ith warrants to buy common stock in the Great South- 
west Corporation. This $100MM financing will probably take 4 to 5 months before it can be 
offered. In the meantime they are going to talk with two or three New York banks this 
afternoon to arrange a $50MM standby loan for 4 or 5 months until the $100MM financing 
can be completed. Next John said that through another subsidiary they plan to do $100MM 
financing later on this year to pay down short-term loans. 

I told John it was unfortunate that we did not have some indication of the 
magnitude of the total losses for 1969, as we are going to need a story to tell existing holders 
of Penn Central's paper and new purchasers of paper. I told him it was our judgment that 


this news will have an adverse effect on their sale of c/p and we may not be able to keep out 
$200MM of their notes. I said the most important thing they could do is to get another $100MM 


in standby lines to back up their ¢/ jand that some of these lines should be swing lines or 
demand lines. He said he did not A at, with the banks as tight as they are, they could 

get $100MM in standby lines. I explained that a number of companies were obtaining standby 
lines from banks with the understanding that if they had to be used, the company would pay 
the Eurodollar rates. He said he would take this into consideration. I told him Goldman 
Sachs was going to continue to offer their paper, not only the $15,510,000 in inventory, but 
also the maturities as they come due. When I said our procedures in the future would 
probably be set up so we handle their paper only ona "tap" issue basis where Goldman 
Sachs did not inventory their notes, he said this was something he would have to refer to 
Dave Bevan, Chairman of the Finance Committee and "he and Gus Levy can talk about 
that." 

He confirmed that the $300MM revolving credit agreement is only being ! 
used to the extent of $250MM and they have $50MM in backup lines besides the revolving 
credit agreement. In the past he had told us he would be willing to take us out of our 
position in Penn Central and put it in the revolving credit agreement if we asked. I asked 
if we were to request he do that on the $15,510,000 Penn Central notes we now own, would 
he? He said he didn't think he wanted to do that today, as the New York banks he 
is going to see this afternoon to set up the additional $50MM5-morth lines are the same 
ones he would have to contact today and he didn't feel this was very good strategy. I 
concurred with his reasoning. He then said he had talked with some of his banks who are 
in the $50MM backup lines for paper and was prepared to buy back $10MM of their notes 
from us Monday, February 9, to which I agreed. They have $2.9MM maturing today which 


130204 
ga 


_ 


PENN CENTRAL TRANSPORTATION COMPANY (Continued) February 5, 1970 


we sold this morning along with an additional $1.1MM which we took out of inventory, reducing 
our position to $14,110,000. I made no commitment on the $4MM maturing tomorrow, ag 
John will be in my office tomorrow morning and we can talk about the maturities, swing lines, 
new lines and their financing requirements at that time. 

To summarize our position, Penn Central is on notice that we feel the 
earnings report will have an adverse effect on the sale of their paper and they may not 
be able to keep out $200MM. We have asked them to set up $100MM in new lines so that 
they will have 100% line coverage. They know we are going to request swing lines so we 
can operate on a ''tap'"' issue basis. Penn Central Transportation has total assets of $6 1/2 
billion and a net worth of about $2.9 billion. The wholly owned subsidiary, Pennco, has 
ynarketable securities (mostly stocks) with a market value on December 16, 1969 in excess 


of $900MM. ROBER WILSON 
ec: GLL JCH JLW JCW GVC wear 
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PENN CENTRAL TRANSPORTATION COMPANY PHILADELPHIA, PA. 
PENN CENTRAL COMPANY - PHILADELPHIA, PA, 
February 6, 1970 

GLL and I had lunch today vith Dave Bevan, Executive Vice President and 
Chairman of,the Finance Committee; Jen OfHerron, Financial Vice President; and Bob 
Loder, Treasurer. Dave Bevan dida through job of explaining 1969's $56MM operating 
loss in the railioad and the $125MM special write-off of certain passenger facilities as 
well as their plans for 1970. Dave said that the 1970 official budget, which takes into 
account an ircrease of $100MM in labor costs and an anticipated $90MM of rate increases, 
shows an estimated loss of $56MM for 1970. However, the management "target" for the 
railroad shows a loss of zero to $23MM for the railroad. Assuming there is a $56M™M loss 

. in the railroad for 1970, the Penn Central holding company will show a profit of $20MM-$25MM, 

‘ up from approximately $4§MM in 1969. The railroad trimmed their payroll by 4, 500 people 
in 1969. They plan to cut another 6, 000 people in 1970. A reduction in their employees 
by 6, 000 people will mean a $60MM reduction of costa in a two-year period, $30MM of 
which should show up in their 1970 figures. Dave explained they all anticipated the railroad 
would break even in the 4th quarter. In the last week of the quarter their accountants 
recommended a special $6MM charge for self-insured equipment and an approximate $10MM 
extra charge for snow removal. Dave said that the Pennsylvania Railroad system carries 
35% of all the passenger business inthe United States. Dave feels the ICC and the larger 
states will start doing something about the mass transportation problem by granting some 
type of relief to the railroads providing passenger service. He pointed out that Gov. 
Rockefeller was going to make funds available under a temporary program to improve 
commuter service this year. 

The railroad needs an additional $170MM for 1970. Adding in the $56MM 
anticipated loss, their requirements this year are $226MM. The $170MM requirement is 
made up of $100MM of capital improvements and $70MM for equipment. The $70MM for 
equipment has either been arranged for or will be under equipment trust certificates. 

This leaves $150MM to be financed. They plan to do a $100MM long-term financing in 

the Penn Central Company. This bond financing will also carry warrants to buy certain 
subsidiaries’ stocks. The timing on doing this $100MM of Penn Central Company debt 

was not clear other than the fact that they were going to get started on it in the near future. 
In the interim they hope to set up $50MM lines which will be used to carry them over 

until they do the $100MM bond deal. They met with First National City Bank, Chemical, 
Irving and Mellon yesterday. Dave thinks the meeting went well and they will get the 
$50MM in lines. Later on in the year they also plan to do a second financing for $50 MM-$100 
in the P, & L. E. Corporation. The proceeds will be used to buy certain assets of the 
railroad and this is how they will get the procceds to the railroad without violating any 
covenants in the railroad's revolving credit agreement. The railroad then plans to use 

the proceeds to reduce the revolving credit agreement and commercial paper. 

We then got into a discussion of c/p and we told them that if they didn't get 
the $100MM more in lines to bring them up to 100% line coverage, we thought their 
present level of $200MM would run down by $50MM-$100MM. We also stressed the 
importance of their converting the $50MM of c/p backup lines to demand lines. John O'Herron 
reluctantly said they already have $10MM of the $50MM on a demand basis but until “pushing 
comes to shoving” he really docs not want to convert the other $40MM to demand lines. 

We suid that in the future we did not feel we could inventory as much of the Penn Central 
as we had in the past and that Goldman Sachs felt that $5MM at any one time would be our 


limit. Both Dave Bevar: and John O'Herron responded to our ideas by saying they did not 
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feel they could get $100MM in bank lines at this time. I encouraged them to look into 
Eurodollar backup lines and they agreed that they would study the matter. They understand 
that their backup lines will be made available to cover runoffs for maturities in excess of 
what they don't sell plus our $5MM position. I told him about a large New York firm that 
has bought as much as 15% of their outstandings and which only yesterday temporarily 
removed their name from the approved list. We are going to try and set up an appointment 
for John O'Herron to visit the firm. I also explained Allen Rogers’ conversation with 

Jack Vogel and that Allen's feeling was that as long as Goldman, Sachs was going to contime 
to handle Penn Central's c/p he would keep the "Prime" rating. 

Dave repeatedly stated that for the first time since the Pennsylvania Railroad 
and the New York Central merged, he has confidence in the budgets they are working with 
and that they will probably achieve the results indicated. He feels the new president is 
a tough, non-railroad, cost conscious, cost control business man. Dave emphasized that 
the railroad was the only major subsidiary not contributing a profit. 


Exhibit F-4 


February 12, 1970 

I talked with John O'Herron several times this week. On Monday they 
bought back from our position approximately $10MM Penn Central notes and put it in 
their backup lines. I told John that the large investor who had temporarily taken their 
name off their approved list did not wish to meet with him to review the 1969 figures as 
they felt it would be awkward. John O'Herron guessed that the account we were referring 
to was Brown Brothers and he has agreed not to make any out-of-the-ordinary reviews 
with them so as not to jeopardize our relationship with Brown Brothers. John told me he 
has heard from a number of the banks and that they have already obtained $35MM out of the 
$50MM increases in lines they were asking for. John asked me to get in touch with John 
Schacffer regarding what 1 know about Setting up Eurodollar lines. I talked with John this 
morning. I told him I felt Penn Central could arrange for $100MM of Eurodollar lines 
‘vhich would be a commitment for one or two years with no compensating balances but 
at a 1/4 to 1/2 a point standby fee. I told him it was my understanding these Eurodollar 
lines could be activated in 24 to 48 hours ata point to a point and a half higher than the 
interbank rate. I said he should contact either First National City's or Chase's Foreign 
Department to assist in setting these up or deal directly with German or English banks, 
It is my understanding there is more availability in dealing with the foreign banks directly 
since the branches of U. S. banks are taking care primarily of the requirements of the 
U. S. banks, I am checking further with Bob Damerjian, Vice President of the J. Henry 
Schroder Banking Corporation, who told me he would be glad to work on setting up these 
lines if I revealed the name of the company and put him in touch with them. 


ce: GLL JCH JCW JLW JPG GVC PAF - =" GA WILSON 
4] 
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PENN CENTRAL COMPANY PHILADELPHIA, PENNSYLVANIA 


PENN CENTRAL TRANSPORTATION COMPANY PHILADELPHIA, PENNSYLVANIA 
March 23, 1970 


Regarding the amount 
of Penn Central Transportation's c/p GS&Co. was prepared to inventory at any one time, his 
recollection of the February 6th luncheon was that no decision had been reached and that both 
the $5MM and $10MM figures were still under consideration. I told him that was not my 
understanding and that, in fact, GS&Co. felt that a $5MM ceiling was appropriate until such 
time as they obtained 100% line coveraz2, completed some of these long-term financings, 
and started to reduce the operating losses. 


ce: GLL JLW GVC PAF 
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“9/19/69 = a - es atsgs 2 

John O'Herron, Vice President-Finance, called today by eppointment and j 
visited with RGWilson, LEDrypolcher and the writer. The purpose of his visit was to 
outline Penn Central's short-term borrowing needs in the near future and to discuss 4 
increasing commercial paper to $200MM from the current $150MM level. John told us that 
the company has applied to the I.C.C. to extend the $50MM portion of commercial paper 
presently outstanding which had been previously authorized up to September 30 and to 
increase the permitted amount to $200MM. He is expecting approval shortly. The compeuy 
is currently borrowing $250MM out of a total of a $300MM revelving credlt and inas arranged 
credit lines of $50MM outside of the revolver. It is his intention to use the $50MM 
outside lines and $50MM of the revolver as backup for the $200MM in commercial paper. 
RGWilson discussed the nuances of the current commercial paper market, particularly 
the stronger emphasis on bank line coverage in the minds of investors. He asked if it 
were possible for Penn Central to get an additional $5GMM in lines and John said it 
was but he would prefer not to do a0. The outside lines presently in force could be 
used on a demand basis which of course will add to the company's flexibility. 

John said that if we were to consider the relationship of $200MM in 
commercial paper to a total asset structure of some $4 1/2 billion it really is a small 
amount. He feels that the company has receivables of $240MM which could be used to 
back commercial paper and hes investments in various securities which could be liquidated 
in an emergency. Furthermore, a $40MM financing being contemplated by the Pennsylvania 
Company could be increased according to O'Herron. John feels that all of these factors 
should be considered in lieu of increasing bank lines. RGWilson said that we would for 
the time being not insist on such increase and would report back to him on any market 
resistance the Penn Central notes receive because of the 50% coverage factor. 

John O'Herron came to Penn Central via Buckeye Pipeline after a time with | 
General Electric Company. He was responsible for some $400MM in short-term funde at i 
General Electric and appears to have an excellent grasp of the money market. He has been | 
with the railroad some six weeks and has evidently spent a great deal of time familiarizing, 
himself with the various financial woes and potential cures in the picttire. He mentioned ' 

,that if the company could increase its freight car usage rate from 8% to 13% it would 
mean an increase of $1 1/2 billion in revenues with a resulting very favorable impact on 

‘ earnings. He also pointed out that the company has 7,000 miles of railroad track which 
could easily be eliminated without any effect on the revenues of the road. The sale of 
the track as scrap alone would produce sizable profits. John makes a good impression 
and is open minded and receptive to Suggestions on the day by day mechanics of commercial 
Paper. He agreed to give L.E.D. wide latitude in the handling of the account including 
the setting of maturities and rate flexibility. He will instruct his operating people 
to accept our recommendations. John also pointed out that the company will be in a very 
tight cash position in the first quarter of 1970 and asked if we could put out as much 
paper as possible in April or longer. 


cc: GLL,RGW,LED,GVC,RML, PAF | 


JACK A, VOGEL 
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Decembe r9 : 1969 ST SN 


Bob Loder, Assistant Vice President-Investments; Ted Verlander, 
Director=Corporate Financing; and Ray Lepley (recently hired from Atlantic 
Richfield) stopped in by appointment with L. E. Drypolcher, J. A. Vogel and 
the writer. The original appointment was acheduled with John O'Herron, 
Financial Vice Presideat (who was called out of town), and R. G. Wilson, 

(who attended H. J. Sachs’ funéral service). The purpose of the meeting was 

to discuss the overall commercial paper and bank borrowing program for the 
company. The company has a revolving credit of $300MM of which they owe 

$250MM, $50MM instraigkt.lines of credit of which they are owing zero. Total 
commercial paper outstanding is $200MM which gives them 50% line coverage. 

There has been some question in the past as to how fast they could use the 
straight lines of credit which we learned today would take at least one day 

and we know that it takes 3 days to use the revolving credit. We suggested 
that they set up a minimum of $15MM in swing lines which would help in tha 
marketing of their commercial paper. I told them that we currently hold $16MM ' 
in inventory which was the largest position in Penn Central notes that we 

have had. We explained that their now being at the $200MM level, a tight market 
and adverse publicity were all contributing factors to the large pogrition, 

There is no question in our minds that all three gentlemen did not want us 

to carry that much paper and will go back to O'Herron with the recommendation 
that they set up swing lines. Bob Loder said that they could possibly convert 
$15MM of the $50MM which are split up in $2MM and $3MM lines. I suggested 

that they leave the $50MM as is and go out for an a@ditional $15MM in blocks 

of $5MM or more which would also give them more turnaround room. JAVogel 
brought up the subject of line coverage pointing out that there are now investors 
that will not buy c/p unless there is 100% coverage, and that although we do 
not feel 100% coverage is necessary, questions are being asked in this regard. 

. Effective immediately, the mechanics of handling commercial paper will go 

back to the financing department with Ray Lepley being the primary contact. 

It was agreed that in‘order to spread out maturities that we would go up one« 
eighth percent for 90-270 day paper. LEDrypolcher uncovered some poésible lease 
finance business and will post PAF and DLF. It was left that Bob Loder will 
chbck with O'Herron and get back to me regarding the swing lines. 


cc: RGW LED PAF JAV RML : GEORGE M, VAN CLEAVE 
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Pp CENTRAL TRANSPORTATION A NY HILADE 
November 10, 1969 


this morning about how fast 
per, I told him that the 
oting their counsel, Mr. Cox, 
time with the merger, could 
I advised him that they may 
tandby lines. 
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f ee creel e ee Perma ecrresiuenmisciraaiahieliScaRSaNDOimMaD 
PENN CENTRAL COMPANY PHILADELPHIA, PENNSYLVANIA 


October 22, 1969 
John O'Herron, Vice President, called me to Say they anticipate receiving 


the approval from the ICC for the additional $50MM of c/p. He went on to say the Penn 
Central will show a small loss in the 3rd quarter, but anticipate the 4th quarter will he 


"in the black" with a good improvement. ROBERT, G. WI 
eC Re Ca et 
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PENN CENTRAL COMPANY PENNSYLVANIA, PENNSYLVANIA 
September 3, 1969 


Bob Loder called me to say they are going to ask the ICC fcr permission to extend 
to December 31, 1970, $50MM in bank lines which are used as the backup for c/p. The 
present authorizatior. expires at the end of September, 1969. Currently they have a $300MM 
revolving credit agreement, of which they are using $225MM. They have agreed to keep 
$50MM of that revolving credit agreement unused to support c/p. At the present time this 
means there is $125MM of unused bank financing available to cover the $15CMM outstanding 
c/p. I encouraged them to obtain the new ICC authorization. Bob then asked me if they 
could bring their c/p up to $200MM. I explained they would need to increase their ICC 
euthroization from $50MM to $100MM and he said they wanted to talk with us before asking 
for that autho~‘zation. Before committing to the desirability of increasing their c/p from 
$150MM to $2uuMM, I said it had been a long time since we had gotten together to talk about 
Penn Central. As it turned out, he and Dave Bevan were in New York this week to talk with 
their banks and he appreciated my point that they should come and see us also. We set up 
a date for Friday, September 12 at 10:30 for Bob Loder, Assistant Vice President; John 


H. Schaffer, Treasure:; and John O'Herron, formerly with their subsidiary Buckeye Pipe 
Line, who is the new Vice President of Finance taking Bill Gerstnecker's spot. We have 
a lot of questions to ask about the merger, cash flow, and their long-term financing plans. 
cc: GLL JCH JLW PAF : f aN 6 
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Boston, Mass. 02110 
75 Federal Street 
617 Liberty 2-5430 


Chicago, Ill. 60603 
135 South LaSalle Street . 
312 FInancial 6-300 


Los Angeles, Calif. 90014 
~ 600 South Spring Street 
213 MAdison 4-S541 


St. Louis, Mo. 63102 
314 North Broadway 
314 CHesnut 1-9070 


San Francisco, Calif. 94104 
555 California Street 
415 391-4344 


PANG BE 


Caien:. Sachs & Co. was established in 1869 
as a Commercial Paper house and today fs the 
Most active dealer in this increasingly important 
Segment of the growing short-term money 
market. Our firm contributes 

Ainancing needs of business by 

short-term notes of outstanding companies and 
offering the notes for resale to a wide variety of 
investors. Commercial Paper is considered to 
be an attractive short-term investment by a broad 
Spectrum of investors who have funds available 
for periods of from a few days to nine months. 


This booklet is intended to Sive a brief resumé 
of Commercial Paper. The mechanics of pur- 
& Commercial Paper are simple and we 


would be happy to discuss them with you at any 
time, 
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investors have become aware of the attractivencss 


Tie Corxunercial Poser Market 


Commercial Paper constitutes an important seg- 
ment of the money market as a result of its 
outstanding record of safety over many years, 
coupled with its liquidity, flexibility, and a yield 
historically higher than that of Treasury Bills 
and other comparable short-term securities. 


The Commercial Paper market consists of the 
unsecured short-term notes of substantially capi- 
talized and financially sound corporations, indus- 
trial, utility and finance, which are sold to inves- 
tors. This type of financing has been in existence 
since about 1S09 and has experienced a period 
of rapid growth in recent years. Total outstand- 
ings have risen from the hundreds of millions of 
dollars immediately after World War II to over 
twenty-billion dollars recently. 


Corporations which issue Commercial Paper must 
meet ceriain financial standards in order to 
qualify for the sale of their notes in the open 
‘market. At the present time, about 500 major 
corporations issue paper. A list of some of our 
borrowing clients is enclosed. 


Goldinan, Sachs & Co, is the most important 
Commercial Paper dealer offering the notes of 
approximately 250 prominent companies located 
throughout the country. Our organization main- 
tains a large sales staff with offices in New York, 
Chicago, Boston, St. Louis, and Los Angeles, and 
is prepared to offer investment advice to any 
prospective short-term investors. 


In the past, Commercial Paper was held primarily 
by banks and trust companies Jargely because it 
was an acceptable secondary reserve, and banks 
continue to represent a significant segment of 
the market. In recent ycars, however, many other 


3 


of Commercial Paper as a short-term investment 
and are using this market in increasing propor- 
tions. Numbercd among todzy’s Commercial 
Paper investors are leading industrial corpora- 
tions, public utilities, educational institutions, 
trust funds, public funds, charities, hospitals, as 
well as banks, insurance companies, investment 
trusts, mutual finds, and other financial institu- 
tions, 


The Advantages of 
Comntercial Fezsr as an Invzstrent 


The experienced investor is aware that many - 
short-term investments are available to him and 
that his choice of investment must fit the partic- 
ular néeds of his organization. Such investments 
offer varying degrees of income return, safety, 
liquidity, flexivility, and diversification. We feel 
that Commercial Paper has the broadest possible 
combination of the advantages sought by the 
investor for his short-term portfolio. 


The income return on Commercial Paper is 
almost always higher than the return on com- 
parabie shori-icrm invesimenis such as Uniied 
States Government securities. Moreover, Com- 
mercia] Paper has eared an enviable record for 
safety which is evidenced by the use of paper by 
commercial banks as a secondary reserve. The 
corporate titles of many issuers are household 
words. The soundness of Commercial Pape 
holdings has been amply demonstrated during 
all periods of stress. In many cases, investments 
through the purchase of Commercial Paper have 
led to other opportunities for doing business with 
these companics. 


One of the important features of this form of 
investment is its great flexibility. The investor | 


and maturity dates to suit 
eeds. He may arrange staggered 
maturities so that fired amounts come due at 
regular intervals and he may concentrate maturi- 
ties at times when he expects to have need for 
cash. Such needs may include provisions for 
taxes, dividend Payments, seasonal disburse. 
ments, and any other anticipated future require. 
ments. Additional fexibility and liquidity for 
unexpected corporate needs may often be 
obtained, if necessary, by the purchase of paper 
issued by certain finance companies which nor- 
mally will arrange informal repurchase under- 
standings with investors, 


Diversification is another advantage of Commer- 
celal Paper. An investor may select the type of 
industry or company which he knows best or 
in which, for any other reason, he wishes to 
invest. A broadly diversified inventory is main. 
tained by Goldman, Sache & Co. which provides 
investors with a wide selection of notes, 


Sense Facts Conterzin= Commercial Laser 

Commercial Paper is obtainable in amounts to 
suit the needs of the investor up to $10,000,000 
Or more. The notes are negotiable instruments 
usually sold on a discount basis, like Treasury 
Bills. If, for example, $1,000,000 six-month paper 
is purchased at a 514% rate, the cost would 
be $972,500 and the note would be payable at 
maturity at the face value of $1,000,000. This 
discount feature adds to the effective yield as 
_ Compared with interest-bearing securities. For 
example, the above transaction would show a 
“true equivalent annual yield” of 5.82%. Some 
special-order sales are made with a comparable 
yicld on an interest-to-follow basis where the 
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per is presented for 
collection at the payee bank, 


Notes of finance companies may be purchased 
with the exact maturi 


available with Varying maturities from about 30 
days to six months. 


Delivery of Commercial Paper notes may be 
made, against payment in Federal Funds, 
through any money-center bank or financial insti- 


tution for the investor's 2Ccount, Occasionally, . 


Om request, notes are held in custody for the 


An investor may 
his account make 
his account 


Goldman, Sachs & Co, Provide; inanetal erate. 
ments and supplementary data on companics 
issuing notes to the investor. Information may 
also be obtained from other sources such as the 
investor's depository banks and credit and statis. 
tical agencies, ; 


OQ» 


Please contact us if you would like to receive 
additional information concerning Commercial 
. Paper investments and the market in short-term 
securitics, 
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Printout of commercial paper inventory, 
showing total inventory of Penn Central 
and random issuers from August 1, 1968 


through June 22, 1970. 
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COMMERCIAL PACER INVENTCaY 


Pa se FROM 8/1/63 TO 6/22/70 - & €00,$ OMITTED) & 
2-2§-Fa2awA 


OATE TOTAL PENN _ AVCG CORP = CHRYSLER city ocw GOCOR ICH GOO VE AR 


8/C1/88 234,325 20,700 6,700 1.350 66500 19,450 e900 
2/02/68 209,775 8,900 32169 #,000 | 4,000 16,459 10,509 
8/05/68 230.875 3.900 | 32250 1,250 4.000 16.450 10,500 


8/06/68 223,025 62300 : 850 1.950 — 13,256 6.900 7,750 _ 22600 


8/07/68 218,050 2,300 9,050 6.200 8 459 $2750 -0- 3,900 


2/05/68 224-209 2.300 12.500 3,390 : 8, 70C 11,0¢S $,250 3.909 


8/09/68 262,650 2,300 8,500 41100 65509 7,650 40250 39500 


8/12/88 2405400 1000 12 4550 21900 =, 650 - <C=  __*_. Se850. 


8/13/68 237,600 -0- 10,800 Lo rssso : -0- _ 50309 


8/14/68 2295300 8,650 . 34550 -0- _ 8805 


8/15/68 197,600 90550 _ Seg00 _ 20- _ te900__ 


8/16/68 1922600 9,100 . 8,306 -0- . .. 326590 


8/19/68 194,825 : 62300 i $5359 20=: )  2e055 


0/20/68 188,460 ese Se a 2.450 


8/22/58 224,475 : 4.250 i _ 59850 12,600 : -0- 4.850 


8/22/88 1966625 3,750 52750 10,800 _ 30700, 


2/23/68 201,675 3650 $00 100 $_006 ee 


3/26/68 214,675 39300 “ 16550 5,50 1.359 


8/27/68 218,075 34200 i 500 2,000 1,350 
8/28/68 2575200 32200 700 3, 650 15¢000 3.500 3.050 
8/29/64 266,200 39200 2,100 9,000 14,300 4.000 $.059 
8/30/68 2054350 21850 700 $»000 16-330 2,260 
9/03/68 2602250 69850 3,550 $,000 242250 = Le 200 
9704/68 258,200 %150 55150 9,250 19,350 - 160850 
9/05/48 2£6,750 75850 5,700 42750 14,750 20,050 
9/06/68 246,050 - 124350 £.550 4,250 14,350. 25,950 


COMMERCIAL PaPER INVENTORY 
FROM B/1L/6% YQ 0/22/70 @ 000,S$ ONITYED ¢ 


AUCV C.)9R = fmIYSL Fe tie Nd “AION IM AONQVE RD STEUrNS 


8/09/08 eee tes f,4h500 %,5%0 : 
9/10/68 262,525 11,800 94350 ; 5 - 13,100 
9/11/68 244,075 11,800 * 43-100 924069 
9/12/68 248,875 200200 =: 122350 ; i 10,400 
9/13/68 231,475 10,100 12,600 : 5 3 $,596 
9/16/68 2770175 = = 89300 92600 S - "2 9,800 
9/17/68 2305275 | 20,300 © 500 a) : 7 eee 
4/18/68 227,425 nes Rae 7 yas gas 
9/19/68 2402175 13,050 12,200 a 8,10. 
9/20/68 2442425 9,750 9»200 | 

9/23/68 213,225 10,800 7,700 

9/24/68 219,825 12,300 6200 

9/25/68 2312425 12,000 3900 

9/28/68 205.875 10,750 $150 

9/27/68 212,150 10.350 = 34550 

9/30/68 236,900 8,650 4150 . 10,163 
10/01/68 242,325 9,650 7,150 16,009 


10702768 2435975 11,050 7,150 : : : “36.500 


10/03/68 243,825 92950 12.750 -0- i 5»600 


16/04/68 231.275 9.950 | 10700 : : $,100 
10/07/68 246,775 92450 8,850 ee : : 8,C00 
10/08/68 248,425 3.350 6,650 : 7.900 
10/09/68 2512925 7,850 42950 eo 11,750  — 124900 
10/10/68 272,425° 12,300 62000 ie : 10, 200 3,050 
10/12/68 2484475 11.600 8.950 a 2,050 1,500 
10/14/66 241-795 14,900 14,750 : 2.450 3.500 
10/15/68 236,75 12,900 13,750 oe ” 8.500 32500 
1C/16/68 240-480 10,700 15,850 7 2. S06 8,006 
+ LOsLT/68 211680 10,600 18,250 Le j $00 -o 
10/13/68 182,030 90350 12,150 : "300 -o 
10/21/68 2922480 7,300 12,800 a o 400 

10/22/68 158,380 | 4&.A4C6 9.150 ‘ : -0- 

Us 23448 149,380 6,498 4,490 
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tus2ss4c0 
10/25/68 
10/28/68 
10429768 
10/30/68 
10/31/68 
11/01/68 


“11706768 


12/6768 
1l/o 768 
11/08/66 
11712768 
11713768 
31414768 
11/15/68 
14/18/68 
disisses 
11720768 
Lis21768 
11/22768 
Li/25768# 
11/26/68 
11/27/68 
11/29/68 
12/02/6¢8 
12/03/68 
12/04/68 
12/05/68 
12/06/68 
12/09/66 


164,456 
148,625 
166,200 
174,685 
190.985 
189,935 
156.450 
173,750 
202.150 
207,0C0 
175,050 
216,850 
214,375 


" 169,025 


189,225 
199,575 
197,575 
228,325 
215,625 
177,0c0 
208,900 
2354450 
237,890 
2214240 
2652450 
2322440 
247,990 
234,040 
221,100 
2512950 


10,050 
92400 
62900 
6,300 
4205 
3,800 
3.800 


2.700 ~~" 
30700 


22400 


22400 


71507 


8,525 


7450 - 


%e250 


7.250 


6.750 — 
6,759 
13,750 
7.750" 
9.950 
12,950 
10.650 
10,050 


PENN Aavco core 


16,400 


3,000 


-0- 


" @-000 ~ 


9,850 


92050 


90950 | 


8,8Co0 


7,660 


15,700" 


1,000 - 


7%, 500 
3,000 
6, 500 
10,400 
16, 456 
10, $00 
& 700 
13,600 
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CHRYSLER City nnd 


-o- 
42900 
22300 

soo 
4,100 
8,190 
5,605 
$,100 
5,20C 

100 
2.5060 
$2759 

250 
7,500 °- 
-o 


-o 


=O 
-o- 
3,000 
9,090 
12,200 
2-200 
-o 
~0- 
-o 


4.500 
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+-e owes 


° 
) 
°) 
°) 

ni 9 
nO 
9 
a 
9 
2 
8 
9 


12/11/69 


12/12/68 


12/13/68 


12/25/66 


12/17/68 
12/14/68 
12/19/68 


12/20/68 


12/23/68 
12/24/68 
12/26/68 
12/27/68 
12/30/68 
22/31/68 
1/02/69 
1403/69 
1/06/69 
1407/69 
1/08/69 
1/69/89 
1/10/69 
1413769 
1734/69 
1415769 
1716/69 
1/17/69 
1420/69 
1721769 
1722/69 
1/23/69 
1426769 


Us27/49 


244,450 
237,850 
231-500 
245.350 


267,366 


243-800 


275.400 
27227CO 
222,250 
203.250 


- 2115700 


224,650 
172.950 
129,600 
114.850 

80,300 


“118,150 


227-956 
68,350 
77,050 

122,850 

1422800 

122.600 


128,850 


1442200 
15¢,6C0 
145,000 
125,425 
132-400 
102,325 
122,325 
143,275 


11.650 


6.650 | 


3650 
62650 
41250 
34500 
3-100 
2,700 
22709 
1,600 
1,400 

956 
1,950 

850 
_ 32250 


15,750 
9, 590 


_ 62000 


1,500 


-f< 
250 
2400 
23,906 
16,350 
7.456 
3,000 
3,000 


2,060 


7,900 
16,309 


_ 17,2800 


23,405 


_ 49800 


17,300 
21,395 
17,400 
$,806 
7,700 
7,100 
6,500 
1.600 
109 
100 
-o 


oe = + oe 


wOn 5 7 


4,000 
£000 _ 


1,000__ 


19600__ 
1,500 
20500___ 


. . 22300 


_ Be700 


32500. 


2,500 


SE Le LLCO e.Sthr  y enRcaeseNtt Snae ahcnceaetsy 


1/29/69 144,350 ‘140 
1/30/69 1404750 14306 
1431789 177.150 14000 
2/03/69 207,6¢0 400 
2/06/69 191,300 300 
2705/69 234.550 34600. 
2166769 210,550 34800 
2/07/69 174,050 _  Fed00 
2/1769 198,250; 6,000 
2712/69 2115350 5,900 
2/13/69 213,000 7,700 
2/14/69 195,025 7,100 
2/17/69 246,000 _. 139600 
2/18/69 = -222,8c0 __ 15,200 
2/1976 226,850 169900 
2/2076 220-325 _ 15,000 
2721768 206,850 - 7900 
2/24/69 179,760 , 8.aee 
272569 «= 377,080 _ = 4.900 
2/26/69 18i,100 2. Yetos 
2/27/69 179-250 sig hee 
2728769 4.050 a gate. 
3/03/69 1990450 _74900 


hie. ee. 


3/04/69 19306580 7400 ee 2.) eee. 8,300 


3/05/69 206,650 7,850 __ 5 32550 . 72450 


-—- 


3/06/69 22229C0 8,550 


1300). : 52450 


3/07/69 209 450 7-990 5.050 = S oo 51350. 


3/10/69 230,475 _ 7,200 _ 32850 lace 
3/11769 214,625 4,956 3,850 - . 2,606 
2, 600 2,000 -o ==. 2,600 
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3/12/69 2145725 _ $2600: | 


" BENN sve CQRe HMRYSLER City Oe GANORICH LAN YEAR STEVENS Mor CM 


lea 


34137 69° 
14/69 
2727789 
3/18/69 
3/19/89 
3/20/69 
3721769 
2/24/69 
3725769 
3726/69 
3/27/69 
3/z8749 
3/31/65 
4/01/69 
4/02/63 
4/03/69 
4/04/69 
4/07/69 
4/08/69 
4/09/69 
4/10/69 
4/11/69 
6114769 
4/15/69 
8/16/69 
4117769 
4118/69 
4/28/69 
4422769 
4/23/69 
412416$ 
4/25/69 


aS D789 


199,975 
191,025 
L717.125S 
131.975 
139,125 
130,750 
146,850 
1565650 
153,300 
267,900 
224,550 
192,650 


224270 


234,0¢¢ 


224,050 
236,050 
230,359 
198,550 
187,2C0 


* 162,9C0 


176,006 
178,470 
208,820 
212,025 
204,640 
2224275 
226,875 
247,625 
2342325 
1$7,400 
210,450 
207.300 
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32575 
52075 
22275 
30975 
s7s 
3.300 
17,006 
16.400 
19,400 
152200 
12,700 
12.700 
12,700 
3.400 
3.400 
8.700 
8,900 
11,550 


8,300 


" 69700 


” €9050 


£,000 
3.500 
42400 
34400 

500 
4,956 
5.050 
3-850 
1,000 


3.700 


wea es 


55300 
*,800 
6,800 
6,100 
4,000 


4,006 


4,060 


_1,.250 


1.250 


750 
$00 
1,500 
2,400 


4,900 


3200 


. 59200 


2,100 
900 
4co 
200. 
100- 


“29200 


100 

100 
32900 
1,800 

$00 
-0- 
-0- 


-0- 


‘ectes 7" 


12,490 
7,650 
8,700 

“%,390 
9,900 


10.050 


8.500 
13,300 
15,700 
15,300 
17,250 
162150 
15,950 
16.150 
20,250 
20,050 
21.450 
282750 
272850 
26.150 


34,855 — 


240400 
28,300 
27.800 


27,000 


26 0400 
24 0450 
24,050 


22,350 


1.900 

1,703 
759 
733 


-o- 


62700 
3,500 
10,250 
62650 
9,7¢0 
6,550 
5,050 
22200 
22900. 


Aw 


sd 


To e306 


“"46300 3 


= 2,300 | | 
a 


1,000 


22900 


“1,300. — 


£72449 2079990 


4/39/69 239,050 21,750 


S/OL/69 241,950 20,750 -c- 
5/92/6S- 245,000 ae 19,750 16,200 
5/05/69 247,950 _ 224350 "" &.S00 
5/06/69 =. 248,450 ~~ ae 215950 1%, 600°” 
5/07/69 232,100 a, SeTSO * sO24 1450 eg 
5/08/69 = 224,550 °° Co ueGSO 7" Sae2se. 1 T @e30 
$/09/69 184,125 ; 7450 20.250 oa 590 
5/1276S 200,875 62250 27,550 

5/13/69 167,825 i “"" $9650 274550 

5/14/69 130,650 * 2,700 26050 

5715769 184,275 13,950 10,900 26,050 ~ 

5/16/69 164,300 14,650 45700 © 25250 

5/19/69 173,050 14500 ~ 4,400 "25,250 

$/29/6$ 170,100 13,500 “ 8,600 25,150 

$/21/+ 174,950 15,600 -%elS0 = «25.6450 


5/22/69 $72,7¢0 = ~=—s 83,300 «= 5,550  ga.t6a 


$/23/69 159,950 12,100 #000 0° « tauee 


5/26/6$ 150,2¢0 13:400 — 60450 ~ “20,600 ~~ °°” 

$/27/69 151,209 14,400 7,400 195290 

5/28/69 165,000 ~ 12.500 72300 19,800 7 gysao 

5/29/69 == («161,950 —s«i13,675 2 s—i‘i%49002=S— sé s 800° Vo) e300 

6/02/69 160,12! 13,950 — 12,600 {6.5500 o 1,500 

6/03/69 165,725 12,800 5,004 18,500 : | ge 500 

6/04/69 172,950 11.450 4,000 ° 16.500 ~ : "29500 

6/05/09 161,050 2.750 $650  %$,500 - 250 609 

6/06/69 167,189 ° 2.750 1,200 ~~ 15,560 250 “ * 2,900 

6/09/89 1545989 2,000 2.2200 15.000 250 4,900 5,60€ 

6/10/69 191,280 = 6,850 26500 12,500 20250 &, 300 $5,000 
 O/11/6$ «175,186 (6.950 2,500 "13.060 © 7 g60 49850 = 2,000 ~ 


é 
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6/12/69" 216,050 7,500 8-950 10.500 6.600 


OF 12449 201,969 7,200 7,850 10,500 3,400 


6/16/69 2095359 6,700 11,009 10,500 


6/17/69 190.350 6,000 12,400 10500 


5,150__ 


3,250 
6/18/65 80,960 | 55500 13,200 == 


3.060 __ 


6/19/62 210,850 59500 | 869G0 «10, 500 © 3,000 


6/20/69 " 201,950 $5,600 15,600 10,500. 3,000 


6/23/69 186,650 4.85C 99500 . 7%,500 _ . 32900 


6/24/69 173,$Co0 2,000 9,000 6,600 2,800 


6/25/62 198,500 22600 7,000 6500 25500 


6/26/69 221,700 . 8,800. 5,000 — 6,500 42200 


6/27/69 207.350 60700 = 4,000 6,500 _ 4260 _ 


6/30/69 210,200 7700 «,000 6,500 ~ . $209 


7/01/69 193,300 7.400 22500 6500 42109 


1/02/69 227525C 10,950 ° 3500 6,500 _ 84653. 


7/03/6$ 184,3¢C0 12,050 32500 6,500 4.509 


7/07/69 268,250 — 14,350 — 99200 6506 6160 


7/08/69 190,840 11,000 10,800 000 22400 


TIGISES 168,256 7,500 8.200 6,009 7,1co 


== 09700 


2. ee 


7410/69 168,750 42700 6700 6,000 


7711769 156.000 42100 4500 6,000 -o- $060 


T/14/6° 156.650 #400 $000 5.500 35600... __$,000_ 


W/AS/69 173,850 © 4,200 12,000 5,000 : - : 1,600 6,009 _ 
16/69 145,150 |= 3,150 - 11,600 5,000 . oe : Be500 = $9900. 
T1774 164,200 _ 2850 830350 = $9000 39500_ eau 


7418769 165,10¢ 4.800 265250 5.000 1esc0 .. %200, 


IW/21469 187,300 10.200 26,750 5.000 1,560 7,000 | | 
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CONFIDENTIAL 


COMMERCIAL PAPER DEPARTMENT 


INTRODUCTION 


At the request of the Partnership, and for the purpose of the Management Committec’s 
yearly review. we have prepared a detailed study of the operations of the Commercial Paper 
Department. An Organization Chart for the department is shown in Exhibit I. The prim2ry reasons 
for initiating and conduct.ng this study were: 


1. To define the objectives of the Commercial Paper Department and the role of 
Goldman, Sachs & Co. in the overall commercial paper market. 


. To institute changes necessary to insure that our rate structure for issuers is com- 
petitive. 


- To determine ways of improving the overall profitability of the Commercial Paper 
Department. 


. To determine ways of reducing inventory. 


- To improve our ability to meet the requirements of our issuers. 


- To examine the reasons for our spiraling costs. 


7. To evaluate the effectiveness of cur internal systems and communications. 


This study was initiated early in November 1969. At that time, the most current financial 
and operating data available was for the month of September 1969. Since we needed at least one 
full year of data for most of our analyses, we chose the most recent twelve month period that was 
then available, namely October 1, 1968 through September 30, 1969. For this period, we collected 
and used all of the detailed information available on purchases, sales, amount of paper outstanding, 
inventory levels, operating costs, inventory markups, and inventory carrying costs. 


It should tz pointed out that the study period was marked by a dramatic increase in 
taterest rates, with the prime bank rate going from 6% to 8-1/2%, and our best buying rates going 
from 5-7/87 to 9-1/87 during the period. (See Exhibit II) 


For the purpose of this commercial paper study the operation of the FNMA Departmen: 
was not considered. Accordingly, all income and expenses of the FNMA operation have been 
excluded from the projected profit figures. We have also excluded the income from the sale of 
federal funds and private placements (an estimated $275,000 for the period studied) from our 
profit projections due to the uncertainty of this income continuing. 


BACKGROUND — PROJECTIONS 


Four years ago the amount of commercial paper Goldman, Sachs & Co. had outstanding 
was approximately $960 million. As of March 31, 1970 our outstandings were $5.9 billion. We 
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expect during the current year our outstandings will peak at $6.4 billion. Based on the assumption 
that the major thrust of the Commercial Paper Department continues on the present basis, we have 
prepared the following projections. 


Projections of Average and Peak 
Goldman, Sachs & Co.’s Outstandings 
for the Next Three Years 


Average Peak 


1969 Actual $4.7 billion $5.4 billion 
1970 5.9 billion 6.4 billion 
1971 6.7 billion 7.2 billion 
1972 7.4 billion 7.9 billion 
1973 8.0 billion 8.5 billion 


Assuming we reach these levels of outstandings in the next three years, it will necessitate 
more personnel, more space. new systems to handie increased number of transactions, etc. In short, 
our overhead costs will climb dramatically. More importantly, we estimate operating as we do 
today, the need to carry four to five hundred million dollars of inventory by 1973. 


During the latter part of 1966 competitive factors compelled us to reduce our 1/4 of 1% 
spread to 1/8 of 1%. In recent years four major investment banking firms have become commercial 
paper dealers - Eastman Dillon, Union Securities & Co., The First Boston Corporation, Lehman 
Commercial Paper. Inc., and Merrill Lynch, Pierce, Fenner & Smith, Inc. 


In the past four years the Commercial Paper Department’s profits, after all charges but 
before taxes, have fluctuated downward. They certainly have not grown proportionately with 
outstandings. The following table shows the Commercial Paper Department’s profits since 1966. 


The Commercial Paper 
Department’s Net Profits 


1966-$ 624,000 
1967 — $1,162,000 
1968-S$ 268,000 
1969-S$ 435,000 


ACTIONS INITIATED TO ADJUST TO THE CHANGING COMMERCIAL PAPER MARKET 


In order to counter the erosion of profits and increased competition, we have taken the 
following actiens. Many of the positive effects of these changes are not visible in the figures for the 
period studied due to the bias of rapidly rising interest rates, the large negative carry of inventory, 
‘he unusual growth in our outstandings and the increase in the number of transactions handled. 
Furthermore, some of the new actions were started after the study period. 
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1. Requiring issuers to establish New York, Chicago and West Coast bank release of 
notes in order to fill special orders of specific maturity dates. (This is known as “Tap Issue”) 


2. Introducing the concept of large industrial issuers establishing demand lines at their 
banks. The demand lines enable the issuer to borrow from his bank on a daily basis, eliminating 
‘ast of the need for Goldman, Sachs & Co. to inventory unsold paper. This permits Goldman, 
Sachs & Co. to sell the paper on a special order basis and enables the issuer to then pay down the 


demand line. We are in the early stages of this program and are adding larger issuers as rapidly as 
details can be worked out. 


3. Initiating the concepts of tap issue and demand lines has enabled us to manage our 
inventory positions more efficiently and effectively. However, keeping inventory below the $250 
million ceiling will become more difficult as our outstandings rise, as the average maturity of our 


industrial issuers becomes shorter, and as our average daily industrial and finance company 
maturities approach $200 to $250 million. 


+. On a limited number of smaller and less marketable issuers we have established a 
policy of working on a “best efforts” basis with no inventory. This has been in effect for a short 
period of time and experience has shown we can generate sufficient sales to take care of these 


issuers providing an intensive sales effort is made in the issuer’s geographical region at 1/8 of 1% or 
mese higher selling rates. 


5. Establishing a formal credit committee for periodic review of Jur 300 commercial 
paper issuers. 


6. Increasing spreads for smaller less marketable issuers under a new classification 


system. This system was not in effect during the period studied. This system operates in the 
following manner: . 


Class I (excellent marketability) — Best selling rate plus 1/8 of 1% spread determines 
huying rate. 


Class II (good marketability) — Same as Class I but for shorter maturities. 


Clas: Hi (fair marketability) — 1/8 of 1% over our best selling rate plus 1/8 to 1/4 
of 1% spread determines buying rate. 


Class IV (poor marketability) — 1/4 of 1% over our best selling rate plus 1/4 to 1/2 
of 1% spread determines buying rate. 


7. Increasing the size of our sales organization, buying department, and credit 
department. We opened a sales office in Los Angeles. 


8. Establishing the position of National Sales Manager with the authority and 
responsibility to coordinate the marketing of commercial paper in all offices. Matt Tolan is 
currently examining each sales office, focusing on the number and quality of personnel, salesmen’s 
existing and potential client assignments and the efficiency of internal systems and procedures. 
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9. Initiating West €oast release of finance company notes, which enables the Los 
Angeles office to sell up until 3:30 p.m.. Gast Eoast time, for same day delivery. We are expanding 
this concept to more of our larger issuers as demand develops, and plan to have some of our larger 
industrial company issuers included. 


10. Relocating the St. Louis buying function to New York and Chicago. When completed 
this will result in better coordination, faster decisions and greater accuracy. 


11. Establishing a morning conference call at 10:00 a.m. with all offices to discuss 
market conditions, competition, inventory positions and to apprise all salesmen as to availability of 
paper and current selling rates. 


12. Insticuting “hot” lines and tie lines to the sales offices as well as to key investing and 
issuing accounts. 


13. Initiating a study on communications and procedures with Arthur D. Little & Co. 
conducting the study. The final results of this study will not be available until early May. 


14. Reducing the selling rate by 1/4 of 1% on all sales less than $200M. This in effect 


enables Goldman, Sachs & Co. to earn 1/4 of 1% more, which goes to offset the cost of the 
transaction. We are also considering a minimum transaction fee of $20 for this size trade. 


15. Increasing the minimum sale from $50,000 to $100,000. We are continually 
reviewing this matter and may raise the minimum sale to $200,000. 


DEVELOPMENT OF A NEW STRATEGY 


This study has afforded management of the Commercial Paper Department an 
opportunity to stand back from day-to-day operations and analyze where we have been and where 
we are going. ike so many companies which go through a rapid growth period, there comes a time 
when management must analyze all accounts and prune out the unprofitable ones. We think the 
Commercial Paper Department should do just that. Only five years ago we were servicing 125 
issuing accounts. In the last four years we have taken on nearly 180 new issuers. Clearly, certain 
issuing accounts which were profitable in 1966 at the S2—S3MM level of outstandings are no longer 
profitable in 1970. Furthermore, we feel it makes good business sense to periodically upgrade our 
client list. As part of this process of self-examination and critical review, we have developed a new 
strategy for the 1970's. 


This strategy is based on three fundamental concepts: (1) a select client mix; (2) 
marketing on a “tap” issue basis. and (3) issuer access to demand bank borrowing. This new strategy 
will permit Goldman, Sachs & Co. to provide efficient service to a select client mix at competitive 
rates while at the same time increasing profits. This result comes about primarily because we will be 
carrying virtually no inventory and, therefore, will not incur the losses associated with marking up 
paper and negative carry. 


A more <elective client list made up primarily of our large issuers selling on a “tap” issue 
basis with backup demand lines. would in our judgment require the carrying of virtually no 
inventory to meet their day-to-day requirements. We find that as we add to the client list a large 
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number of issuers. our selling effort becomes diffused. This results in our having to position their 
notes to mect their requirements. A pertinent question arises as to why not handle all our issuers on 
a “tap” basis with backup demand lines? We do not believe Goldman, Sachs & Co. can service 300 
issuers on this basis because (1) the smaller issuers probably couid not get demand lines from their 
banks: (2) the smaller issuers are less marketable and therefore it is more difficult to generate special 


orders on a same day basis. and (3) should we decide to expand our staff in order to achieve this 
objective the costs would greatly exceed the income derived. 


Our analysis indicated (Exhibit II) a high concentration in outstandings, with relatively 

few issuers accounting for the bulk of the outstandings. Of our 195 active issuers on September 30, 

1969, the 69 largest accounted for 86.5% of our outstandings, and as of February 28, 1970, 61 of 

our largest issuers accounted for 86% of our outstandings. We feel there should be sound business 
reasons why we continue to handle smaller and less marketable issuers. Furthermore, we should be 

concentrating our efforts on servicing companies with net worths in excess of $100 million, which 


have the potential of issuing $10—$506 million commercial paper or of generating a minimum of 
$12,500 gross income per year. 


Many of our existing large issuers have asked us why we do not specialize in handlin 
larger accounts. Our competition, particularly the newer commercial paper dealers, when talking to 
potential large issuers and to our large existing clients are contending that “Goldman, Sachs & Co. is 
too big in the commercial paper market.” “they cannot possibly handle 300 issuing accounts,” and 
that “you will be just another account at Goldman, Sachs.” There is some truth to these assertions. 


We must make further changes in our method of operations if we are to maintain our position of 
leadership. 


This study has convinced us it is not necessary or desirable to inventory commercial 
paper. The market has changed in the last five years. Formerly, we called an issuer three days in 
advance, set the maturity, denominations and rate, and had the company mai! the notes to us. .n 
this type of transaction the purchase was for inventory and not for special order. The concept of 
inventorving is out of date in today’s market. Our selling day is now compressed into a two-hour 
period between 10:30 a.m. and 12:30 p.m. New York time. The investor wants delivery of the 
actual notes and usually will not take due bills. The investor wants to choose the maturity, not 
work out of Goldman. Sachs’ inventory with its prearranged maturity dates. The investor wants 
quick answers as to whether we can complete a sale. On a recent sales day of $326 million, $316 
million of it was special order and never appeared in Goldman, Sachs’ inventory. More surprisingly, 
Goldman, Sachs & Co.’s inventory at the start of that day was $225 million and closed the day at 
$225 million. Furthermore, the positioning of commercial paper was expensive during the period 
studied. We incurred two types of losses: a $1,300,000 loss in financing the position and a 
$1,372,147 loss from marking up paper in inventory. By eliminating this out-of-date practice of 
inventorying, the Commercial Paper Department’s profits will be enhanced. 


There are a number of other benefits to Goldman, Sachs & Co. connected with a decision 
not to inventory commercial paper: 


1. Cost reductions can be made relating to financing positions and to certain back 
office personnel (runners, loan desk, etc.) 
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2. There is less risk of notes being lost or stolen (with the attendant insurance costs) if 
the repos. loans and hold-in-custody items are virtually eliminated. 


3. The Texas Gulf Sulphur case and the Merrill Lynch—Douglas Aircraft case have made 
financial officers more reluctant to tell us news prior to a general public release. In recent months, 
adverse news at Libby, McNeill & Libby, General Dynamics, and Penn Central have made us 
question the wisdom of positioning large amounts gf an issuer’s notes. We now doubt there are 
sufficient business reasons to inventory paper due to the remote risk of some day having $5-$10 
million of commercial paper collateral (even temporarily) unacceptable for loan purposes. 


4. By not carrying inventory for the purpose of satisfying issuers’ requirements, we free 
up a potential capacity for carrying positions for the sole purpose of trading. 


5. By not carrying a commercial paper inventory the partnership balance sheet becomes 
less leveraged. 


6. In the past the Commercial Paper Department has recommended to the Management 
Committee that the Department be incorporated for the purpose of minimizing risk. Separate 
incorporation of the Department is not as necessary if we carry virtually no inventory. 


This study also confirmed chat there is a direct correlation between Goldman, Sachs & 
Co.’s level of inventory and its competitiveness on rates. This correlation is best illustrated in the 
following way: 


Assuming at the start of a business day we have $100 million of potential inventory to 
buy, and assuming the inventory level is near the $250 million ceiling, and assuming sales are slow, 
we are faced with the following options: 


1. We can trade dollars, which means simultaneously buying and selling paper at the same 
rate for the purpose of stimulating sales. If we maintain the existing rates and trade 
dollars, we remain competitive for the issuers but eliminate any income from these 
trades. If we raise rates, we become non-competitive. 


We can initiate distress selling. which means marking up inventory paper to a level 
where large sales are generated. This practice frees up room within the inventory 
ceiling to accommodate those issuers having maturities that day, but at a breakeven or 
loss basis. This practice of distress selling can be done at any time during the business 
day. It has an unfortunate derivative effect if done constantly in that some corporate 
investors, who are issuers or potential issuers, believe that if Goldman, Sachs & Co.’s 
selling rates are high their buying rates must be high also. Some of our clients feel they 
should “buy from Goldman, Sachs & Co. and issue through a competitor.” 


- We can advise the issuers to cover their commercial paper maturities with bank 
borrowing. This, in effect, is turning them down and raises uncertainty in the issuer’s 
mind as to the reliability of the commercial paper market. They question if they 
should use Goldman, Sachs & Co. exclusively, or split the account, in order to give 
them greater assurance of covering their maturities. 


oe 


negative carry this ovr 
following day we are faced with the same dilemma 


There are other adverse competitive factors associated with large inventories. They are: 


1. We very often trade dollars or initiate distress selling during periods of large negative 
carries in order to cut losses. At times it is cheaper to unload short inventory paper rather than 
carry it at a point or more loss. The competitive disadvantage is the same as 2. above. 


2. For the period studied we were frequently unable to buy back large blocks of paper 
from investors because we were near our inventory ceiling. Therefore, we were noncompetitive in 
relation to what our investors said other dealers were able to do. 


3. We found the technique of financing $100 million of our $250 million inventory by 
repos frequently resulted in freezing that $100 million from same-day delivery unless there was duc 
bill authorization. The salesmen could not offer for same-day delivery two-fifths of our inventory 
where physical delivery of the notes was required because they were “out on repo.” 


The above illustrations have convinced us we have become noncompetitive during those 
market periods when the inventory ceiling becomes operative, which for this study was nearly three 
days out of five. By adopting our new strategy and carrying virtually no inventory we fee! we can 
eliminate these problems and become very competitive. 


FNMA DEPARTMENT 


As previously stated, the FNMA Department's costs and income were not included in this 
commercial paper study. By way of background. Mike Bruno, Manager, reports to George Van 
Cleave. Mike has a two-man staff in New York and has just hired one salesman in Chicago. Sales are 
primarily generated through the commercial paper salesmen. We act as agent in a four-firm 
syndicate under a three-vear contract which expires 12/31/71. There are currently $4 billion FNMA 
discount notes outstanding. We are ae about 14% of the sales volume. Qur trading inventory 
averages approximately S5MM. On a .05/commission, in calendar 1969 we grossed $180,000. We are 
hopeful of expanding our activities in the sale of other governmental agencies’ securitics. 


NOTE & DISCOUNT DEPARTMENT 
NE EP ARINENT 


The Note & Discount Department is essentially the operations’ arm of the Commercial 
Paper Department. However, organizationally the Note & Discount Department reports to the 
Treasury Division (Bub Geiger) who, in turn, reports to George Doty. 


The Note & Discount Department working closely with the Cashier, Cage, Custody, and’ 
Runners. processed 103.000 transactions for the period studied. The Note & Discount Department 
performs the following specific functions: 
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Receiving and processing commercial paper 

Preparation of commercial paper for delivery 

Certain record keeping and preparation of reports 

Confirming New York Office purchases and sales 

Managing the Inventory Control Desk 

Managing the Inventory Loan Desk 

Arranging repos and other financing of inventory in conjunction with the Cashier 


The policies and procedures established by the Note & Discount Department to 
accomplish their responsibilities very much affect the daily functioning of the Commercial Paper 
Department. For instance, their rules on (1) availability of collateral which is ‘out on repo;” (2) 
deadlines for substitution of collateral which is “out on repo;” (3) cutoff deadlines for same-day 
sales, purchases. and deliveries: (4) deadlines for buybacks and prepays; and (5) the use of due bills, 
all directly affect the Commercial Paper Department’s ability to be competitive with issuers and 
investors alike. 


It is because these two departments are so interrelated we feel there would be many 
advantages to having the Note & Discount Department report to the Commercial Paper Department. 


SIMULATION MODELS AND ANALYSIS 


In developing this study it appeared logical to build a number of simulation models to 


determine the impact of making changes in our client mix. As we made changes in client mix we 
wanted to measure the impact on profitability, inventory levels, etc. Initially we constructed six 
models, beginning with our fifty largest issuers and adding additional issuers for each model. 


Model A — Represents our 50 largest commercial paper issuers. 
Model B Represents our 100 largest commercial paper issuers. 


Model C Represents our 100 largest issuers plus 39 issuers which produced income 
for other departments at Goldman, Sachs & Co. (See Exhibit IV) 


Model D Represents 15. commercial paper issuers chosen by the Commercial 
Paper Department strictly on the basis of the marketability of their 
notes and potential profitability of the accounts. 


Model E Represents all issuers in Model D plus those 39 issuers which produced 
income for other departments at Goldman, Sachs & Co. (See Exhibit IV). 


Model F Represents our actual operation of servicing 299 commercial paper 
issuers. 


Starting with these six basic models we built numerous sub-models by varying such 
factors as: : 


1/8 of 1% spread 
negotiated fee 
sliding scale rate formula based on different levels of outstandings 


with inventory 

without inventory 

25° increase in outstandings 
25% decrease in outstandings 


For the 63 resulting combinations we prepared an estimated profit and loss statement, 
calculated the amount of commercial paper that would be outstanding, and the average level of 
inventory that would exist. if any. For each of the 6 basic models we also prepared an organization 
chart of the Commercial Paper Department showing job functions and the number of personnel 
required. From the 63 models and sub-models. we have selected 18 for your consideration. (See 
summary of estimated profit and loss statements — Exhibit V and VI) We believe they represent the 
realistic options available to us. We have briefly stated the advantages and disadvantages of each of 
the 18 selected. On the basis of this study we have recommended that a specific course of action be 
authorized and implemented. 


ASSUMPTIONS FOR THE REPORT 
1. We assume that the prime mission for Goldman, Sachs & Co. in its commercial paper 


activity is to earn a fair return. Additional considerations are to aid the Corporate Finance 
Department in the solicitation of other investment banking business. 


2. We assume there will be no Federal Regulation of non-bank related commercial 


paper. 


3. We assume there will be a scarcity of short-term credit in the United States for the 
next five years. thus providing large credit-worthy corporations with an incentive to borrow in the 
commercial paper market. Although we anticipate a portion of this short-term debt will be funded 
periodically. we feel that because of the tremendous nc ed for capital the dealer commercial paper 
market will continue to expand. 


4. We assume that during the next few years financing will be available for inventory 
positions but on average at a negative carry. 


5. We assume that the competition from other dealers will increase. 


6. In preparing the Profit and Loss Statements for each of the 18 models and 
sub-models discussed in this report, we assume the gross spread will remain at 1/8 of 1% with the 
exception of those issuers where our spread is more than the 1/8 of 1%. In certain models we have 
indicated that a minimum fee arrangement would be applied to a selected class of accounts. 


7. We assume in those models and sub-models where virtually no inventory is indicated, 
that issuers will be able to obtain demand lines to cushion run-offs and that nearly all transactions 
will be handled on a special order basis. 


8. We assume that as the level of activity (measured by the number of transactions) is 
reduced or increased by adopting one of the models or sub-models analyzed, variable costs will 
decrease or increase in accordance with the patterns that we have found in the past. 
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9. We assume that Goldman, Sachs & Co. will maintain its policy of servicing issucr 
accounts exclusively. 


10. We assume the frequency of changes in short-term rates will continue in the future, 
with attendant adverse effect on departmental profits because of markups. Invariably, inventory 
Positions are larger when rates are rising and smaller when rates are falling and therefore frequent 
shifts in short-term rates result in our losing more on the way up than we earn on the way down. 


11. We assume there will be no broad secondary trading market in commercial Paper for 
the next five years. Trading will be confined to the periodic buybacks by the originating dealer 
when an investor has an unexpected need for funds. 


FINDINGS 


1. Despite the bias created by the rapid rise in interest rates and the unusually large 
negative carry during the period studied, this report demonstrates that the Commercial Paper 
Department can earn substantial profits. By adopting certain of the models or sub-models analyzed 
the profits for the department could have been improved. 


2. The positive effects from the numerous actions we have taken to improve the 
department were not visible in the figures for the period studied because of rising rates, large 
negative carry, increased number of transactions and overall increase in the level of activity within 
the department. Also, many of these actions were introduced after the period studied. 


7s Oe study indicates a very definite correlation between the size of our commercial 


paper inventory and our ability to be competitive on rates to issuers. As the department functions 
near the inventory ceiling our ability to be competitive decreases. 


4. This study clearly indicated there is an effect on the profit and loss statement 
depending upon the selected client mix. We were able to identify a client mix where the department 
could maximize profits and found as we added issuers to the one hundred largest accounts, 
incremental costs exceeded incremental income, and profits declined. We found even with increased 
spreads for smaller, less marketable issuers, the added income was insufficient to offset the costs of 
servicing these accounts. 


, 5. This study convinced us that by having a more selective client imix, the carrying of 
inventory positions would be virtually unnecessary. We feel the larger commercial paper issuers 
would be able to obtain demand lines from their banks to cushion runoffs of maturities should 
Goldman, Sachs & Co. be unable to meet their requirements on a particular day. The concept of a 
large inventory is out of date and is the prime cause for our being noncompetitive as well as our 
decline in net profits. 


Y 6. This study shows that if we continue to handle 300 o- more issuers under existing 
conditions. Goldman, Sachs & Co. must be prepared to (1) raise its inventory ceiling, and (2) hire 
more salesmen. buvers and back-office personnel. If these steps are not taken we will become 
noncompetitive and will lose some of our large issuing accounts. By incurring these increased costs 
for the purpose of servicing all existing issuers, the Department’s profits can be expected to decline. 


RECOMMENDATIONS 


net profit of 

assumes a 25% 

est issuers and is a realistic profile of the present 

Model B-1 would produce an estimated net profit of $2,744,000. 

These hundred names account for approximately 847 of our outstandings. Model B is appealing to 

us because we would (1) maximize profits, (2) carry virtually no inventory, (3) be competitive on 

our buying rates, (4) meet the requirements of the hundred issuers, and (5) reduce the overall costs 
of the department. 


However, we recommend the adoption of Model C rather than Model B. We recommend 
Model C because of the realization that Commercial Paper is not an isolated department, but an 
integral part of the overall Goldman, Sachs & Co. team. By recommending Model C we have struck 
a balance between maximizing profits and handling the commercial paper of an additional 39 
companies which produced income for other departments at Goldman, Sachs & Co. These 
additional 39 issuers wil! necessitate carrying some inventory but we would achieve most of the 
advantages mentioned above for Models B and B-1. 


We further recommend that we adopt the following guidelines for soliciting commercial 
paper issuers. 


1. Soliciting companies of sound credit with a net worth in excess of $100 million which 
have the potential of keeping outstanding $10 million or more on an annual basis. 


2. Soliciting the companies now issuing through our competitors which mect the 
requirements of No. 1. 


3. Providing commercial paper service for those companies which do not qualify in No. 
1. or No. 2 where Goldman. Sachs & Co. has established or is about to establish an investment 
banking relationship, or where Goldman, Sachs & Co. has generated income in some other 
department. 


In recommending Model C we do not contemplate limiting to 139 the number of issucrs 
we would service, but would continue to add new qualified accounts. 


We recommend a committee be formed to study the feasibility of the Note & Discount 
Department reporting to the Commercial Paper Department. 


CONCLUSIONS 


Below are the specific conclusions we reached with regard to the models: 


1. Model A was unattractive because it was less profitable than Models B and C. Also, we 
felt 50 issuers provided us with too narrow and unstable a base in outstandings and profits. 
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2. Model D was unattractive because it was less profitable than Models A, B, and C. If we 
had selected Models D-2 or D-3 we would be faced with the associated disadvantages of carrying 
inventory. 


3. Model E was unattractive because of the low level of profits and because we would be 
faced with the previously explained disadvantages relating to carrying inventory. 


4. We gave serious considerations to recommending Model F or sub-models F. We 
finally concluded they were unattractive for the following reasons: 


a. The losses under Models F, F-1 and F-2 were unacceptable. 


b. Operating with a $250 million or larger inventory would not permit us to be 
competitive ror as profitable as under the conditions that would exist with a 
selective client imix. 


We realized that we could not operate with 299 issuers on a “tap” issue basis 
and backup demand lines without incurring substantial! , .acreased costs for more 
personnel and a new communication systeni. 


Under Model F-3 we seriously doubt if 144 smaller issuers would pay a $20,000 
fee in lieu of a spread for our handling their commercial paper. 


SUMMARY 


This study afforded the Commercial Paper Department an opportunity to determine the 
role Goldman, Sachs & Co. chooses to play in the commercial paper market in the years ahead. Our 
objectives for the 1970’s are to improve our competitiveness with both issuers and investors, 
increase profits, assist in new business development, operate as a dealer with virtually no inventory, 
fulfill issuers’ requirements as needed, control our spiraling costs and continually seek new ways to 
improve the efficiency of our systems and procedures. We have developed a new strategy to meet 
these objectives. The three fundamental concepts of the new strategy are (1) a select client mix, (2) 
marketing on a “tap” issue basis, and (3) issuer access to demand borrowing at their banks, 
Adoption and implementation of Model C best meets these objectives. 


In this report we did not feel we should prepare a plan of action to put Model C into 
effect. We know it will require careful study, issuer by issuer, and the full cooperation of the 
partnership. 


Ex. F-63: Notes of December 9, 1969 meeting by 
Lepley. 
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Ex. F-81: Letter from Bruno to Lyman dated 
June 24, 1968. 


June 24, 1968 


<, Stuart A, Lyman, fresident 


a 
a. 
on 

4 


he Franklin Savin: fant in 
the City of New Vark 
act 


ea Avenue @t 42nd Urverct 


low York, irae York 10036 
Dear Mr. Lyran: 


Cu June 29 Govarnor Mockefeller Sicned Senate Bill No. 3473 
anending the bankin- Low relatins to the investment powers of Savines 
Penk@ and StatveeCsarcured Savin and Loan Asaociations, The essence 
of the bill ecrabled Savines Banks under Section 235 Parazraph 12-4, (a) 
Co invest in the co:nrcial paper notes of any corporation oreanized 
undar the laws of any eteate of the United States with maturities of 
270 days or leas, 


Under thin PILL such oblipationa are to recaive the hichest 
rating of an indepervont veting service to bo designated by the State 
Tunking Board. 

Upon designation of the rating service by the Banking Board, 


we would like to ncke a complete presentation of Goldman, Sachs & Co.'s 
commercial paper sertécas bo you. 


With kindest recarde, 


Sincerely, 


Michael B. Bruno II 


MEBipd 
bee: RED: FOLDER 


Ex. F-83: Documents relating to purchase of Penn 
Central commercial paper by the Franklin 
Savings Bank on March 13, 1970. 
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account FROM GOLDMAN BACHS & CO, ! 


—— 


——— — SNE Ee cers tO es Stolen Moe: UR SS SB 
(J RECEIVE FREE Cj RECEIVE FRE. E upon roloaso of othor - ° xf} RECEIVE against pay mer a 
of payment : 80curitios describod on Advico No. ae 2 as Indicated bolow 
—— Se eran = _ = = a 
Par Valuo or Security ' / Prico CHARGE our Donand fy 
tomie ‘Shoes i : be : 
is ane. . Deposit Account 


Soltloment Date 3/13/74 4 


$1,000, 000.00 CommercLal Paper duc ake 
(Penn Central Co.) 


§ Original Mallod To: oe | Regular Funds | 


$977,805.56 


SAVINGS BANKS TRUST COMPANY | | Federal Funds 


200 PARK AVENUE a 2 
4 
Authorfod Saynatuse 


NEW YORK, N.Y, 10017 


"SAVINGS BANKS TRUST COMPANY . ~ R 64880 
200 Park Avenue roe ‘is a 


Now York, N. Y. 10017 
; -O3-/13,/70 
- . CUSTOMER'S : 


' : ete Sho” eremenee 


S. 8. ¥. CO. OEPOSITARY 


| CHEMICAL BANK’ NEW YORK TRUST CO, le ce sae 


THE FRANKLIN SAVINGS BANK” ee = 
IN THE CITY OF NEW YORK’: -:: | 
“56 EIGHTH AVENUE. 
NEW YORK, NEW YORK 10036 
J 
We havo 2B RITES Your DEMAND DEPOSIT ACCOUNT as follow::; 


i Becuaitics mectiveo FROM «dC SETTACMENT OATE ce 
IGOLDMAN SACHS ee $977, 805 .56FF . 


[a 


BONDS OR SHARES ‘ : OESCRIPTEION 


$1,000,000, =| PENN CENTRAL CO, PROMISSORY NOTE 
_ + | DUE 6/15/70 PAYABLE WITHOUT INTEREST 


ss Le yy . 


Subsequent atves will be forwarded to you indicat. 
lng deposit of sdcurity together with security number. 


. : yf jf YANKS TRUST COMPANY 


AUTMORIEED B1Gmaty st 


Von v.38 


d ype em | e 
aa date tain es 8 ww Nob BRIM 590, eR, AORN re La 


* * 
ame’ ov of. se on + A RROTO te taeda tag be, er tae ts MAA © Se alos < eats hy taped Che: Agel benlcenentek OS ELLIE LOO em ~~ * 


os 


GOLDMAN, SACHS & CO. eae 
BU BROAD ATACET + NEW YORK, N.Y, 10004 © 212-676-8000 1354a . 
- March 13, 1970 - 


shee 
. ° 
’ 


+ 
Franklin Savings B 
8TH Ave & 42nd § 
New York, NY. 


Gentlemen: ._ 


We confirm purchase by you today of the following commercial paper: 


$1,000,000.00° —- « : PENN CENTRAL TRANSPORTATION CO PHILADELPHIA, PA. 
; o. i" , Maturity June 15, 19700 we @81/% ..° 


Delivery = Z 3/13 


oJ 


Fe (¥ We have enclosed for your files financial Information received by us from the company. : 
OD We believe your files are complete on this name, oe Ss = ae 1 ; j 
With appreciation for your order, cae ae ca 


POC ay 
Rey, 


; Very truly yours, 


. GOLDMAN, SACHS & co. 


Encls. 


This material which Is for your private Information only, Is based upon sources which we decm reliable, 


but we do not represen: that It Is accurate or complete, and it should not be celled upon as so represented 
by ue, : 


. Now York © Boslon.s Chicago » Deilas « Los Angeles « Philadeiphis 6 $1, lovia © San Francisco » Dewolt o Memphis 


Ex. F-84A: Green sheet of Februry 18, 1970 on 
Penn Central. 


This material, which is for your private information only, is based upon sources which we deem reliaple, but we au not 
tepresent that it is accurate or complete, and it should not be relied upon as so represented by us. 
— = GOLDMAN, SACHS & CO. 


=. 


Fie 


ee 


a 
© PENN CENTRAL TRANSPORTATION COMPANY 


™ 


We have been informed by the company that effective 
October 1, 1969 its name was changed from Penn Central Company 


to Penn Central Transportation Company under a plan of reorganization 

approved by stockholders in which the company became a wholly-owned 

subsidiary of e newly formed holding company , Penn Central Company. 
re 


On December 17, 1969 Pennsylvania Company, a wholly-owned 
subsidiary of Penn Central Transportation Company, offered for 
sale through a group of underwriters $50,000,000, 9% Sinking Fund 
Debentures due 1994. As a sinking fund, the company will pay on 
each December 1, commencing in 1979, an amount sufficiens to redeem 
6.25% of the aggregate principal amount of the Debentures outstanding 
on April 15, 1979. The net proceeds from the sale will be made 
available to Penn Central Transportation Company to reimburse its 
treasury for past capital expendit::-es and payments of debt maturities. 

We have been informed that Penn Central Company rerorted 
consolidated revenues in 1969 of $2,251,716,000 and consolidated 
earnings, on a preliminary basis, of $4,388,000 as com, 4%red with 
$2,102.770,000 and $86,961,000, respectively, in 1968. Railroad 
operations »f Penn Central Transportation Company produced an 
operating loss of 4 °6,328,000 during 1969 as compared with a 
$5,155,000 los: in 1468. The 1968 figures do not include $22,300,000 
of losses reported by the New York, Wew Haven and Hartford Railroad. - 
Non-railroad operations of Penn Central Transportation Company and its 
cutsidiaries produced the consolidated profit for 1969. Penn Central 
Transportatior Company's principal non-railroad subs iaries, 
Arvida Corporation, Buckeye Pipe Line Company and Great Southwest 
Corporation contributed $53,435,000 towara 1969 earnings compared 
with $44,203,000 in 1968. 


The 1969 consolidated earnings do not reflect a $126,000,000 
write off of the company's investment in equipment facilities and 
terminals being used for long-haul passenger service west of 
Harrisburg, Pa. and Albany, N. Y. 


February 18, 1970 


(Ptmencomitont a 


Ex. F-88: Documents relating to Purchase of Penn Central 
commercial paper un March 16, 1970. 


’- THE FRANKLIN SAVINGS BANK - ae vous ne, 5000 
CESCRIPTION BROKER CR AGENCY 


TRANSACTION OATE 


: ‘. fo : RECEIVED wa 
Cc winsincnill pie FonennstD | Pelnan Soa 9G en 


cs SETTLEMENT OaTE 


Pred tfec/7o "duth trys _ rene © | ier 16,1970 


BOOK VALUE PreM/ oIsc BOOK VALUE PROFIT 


\ 
Wey oe G@») = 
{ 


PRE Ge . 1a 
es value A ytheo PRINCIPAL INTEREST 


PRRs roe Ssigusenee 
Se eeicess 


Sines | ee 2 2 ee Oe 
{FRO cartes bed 
REMARKS oe | | 
d aia | A?PR29 1979 


Avoid DEPT, 


custody ACCOUNT a . : i _DATE 


einai Laat Sei delete Sea Me — soox evcay MAR 16 1970 


PAGE 


RECTIPT NO, TO Exec. COM, 


1. Se se een en - aa 
. w. 


ForFiling * THE FRANKLIN SAVINGS BANK tn tho _ Reco | fatwa 
ae CITY of NEW YORK No. No, 
656 Eighth Avonuo, Now York; N. ¥, 10036 “~— | 481 268 


————— 

; for our custody ‘ Trade Dato ~*~ =—- 33/26/70 
account FROM GOLDMAN SACHS & CO, Ss ss fs aAGie 
SS _ SS NN eee ee 

(1) RECEIVE FREE (_] RECEIVE FREE upon release of othor 3:3. RECEIVE against payme 
of payment socurillos doseribod on Advico No. .  @8 indicatod bolow 


— — 


Par Valuo or Socurity ; : 
INAABIKOShavow ke ‘" Hi alta bas — 


$500,000.00 Coumereinl Paper due 6/26/70 : 
(Penn seine £°.97,958.32 


Original Mallod To: ‘. "| Regular Funds = [7] 


200 PARK AVENUE 


. 

f 

i 

i 

ce SAVINGS BANKS TRUST COMPANY: Federal Funds kr} 
q NEW YORK, N.Y, 10017 


Authorizg / 1S Signature 


: ; sits Eee ree ee on - ee oe ern ee mm oe OEE SEPT 7 
‘ LL pennant a ‘ ’ 
. ° ; 4 *,? 
‘ ‘ ‘ . 
, 


" SAVINGS BANKS TRUST COMPANY ° yee R sido 
dete Park Avenue. 
. : New — B, pee 10017. PL ence 
ve 3 “Us + CUSTOMER'S 
ie ee. REFERENCE ~ 
S. 8. ¥. CO. DEPOSITARY ee 


Gi EMICAL BANK NEW YORK TRUST CO, 


ir mys eas, 048] aera 


* THE FRANKLIN SAVINGS BANK, : 
- IN THE CITY OF NEW YORK 
>» 656 EICHTH AVENUE 
' NEW YORK, NEW YORK 10036 


bE . : 3 . 
We have today RECEIVED for your CUSTODY ACCOUNT the following: 


SCCURITICS RECEIVED FaoM SETTLEME™ 7 GATE 


“| GOLDMAN SACHS : 05/1 6/70" 


edteneemmnaementicne” 


BONDS OR SHARES . OESCRIPTION 


$500,000, ~. | PENN CENTRAL CORP.. PROMISSORY NOTE 
ee 6/25/79 PAYABLE WITHOUT INTEREST 


RECEIPT 
NOT NEGOTIABLE 


ae a TRUST COMPANY 


AVUINOGRIZCS siGnaty 


; Fone v.30 


a rnnncrtncattte sie tendy ast ayes aastaansewnesectnse wareeene— : 


1459a 


Fe ee Cette. , <ccacuaieonnt 


PE NOUROE eo pe ns oe ee 
Oe mee ee re ey we ate thon 
oO O08 mS Se eam ee me: + Senge + 


e e 
aa 4 


oe ‘ SAVINGS BANKS TRUST COMPANY . —  R 64383 
2007 Park Avenue oe . 
New Yor, WV 1007 2 
: : ‘ ’ eels ’ oe in : eae we OS f16 [70 ence 
RGOW385 tee ee eaOMene 


| Lo a ee tio f6. i 
| ud : Bes . ‘ “ey 


| 


Oe fa s ot 
. 1, CO. OCPOSITARY : : 


an | CHEMICAL BANK NEW YORK TRUST CO, 2 ae oe , : ey. “+ L : 
= Account Number [O48] [—ood[c 15845 oa . 


| 


_F "| THE FRANKLIN SAVINGS BANK 7. Loe 
IN THE CITY OF NEW YORK . — 
656 EIGHTH AVENUE oe 
NEW YORK, NEW YORK 10036. 


: oe. 
We havo DEBITED your DEMAND DEPOSIT ACCOUNT as follows: 


SECURITICS ACCLIVED FROM 


GOLOMAN SACHS 


er cece nates uence TEENIE 5 wy 


DESCR.PTION a 
2 
Me $500,000, PENN CENTRAL CORP, PROMISSORY NOTE =e 
ie DUE 6/26/70 PAYABLE WITHOUT INTEREST 
‘ | 


Subsequent advice will be iorwardod to you indicat- 
: : F : ing deposit of security together with oecurity number. 


ig ee iGs WANKS TRUST COMPANY 
vs ae “ Pai ee altace 


AUTHONIAO BieNATUaR 


y 


Te ON Celts 6 sa ie ect BS ere Ren eS Ae eG ee ae ee oe ee Se ee ee mR Fee ee a dant ait 


GOLDMAN, SACHS & CO. 1360a 
65 BROAO BYRELY ¢ NEW YORK, N.Y. 200046 « 212-676-8000 


ae ee : + March 16, 1970. 


+Franklia Savinge Bank 

8th Ave. & 42nd St, 

New York, Nw Ye °° 

Attn: Mr. Harry Bock, President: 


Gentlemen: 


' We confirm purchase by you today of the following commercial paper: - 
$500,000.00 -:-""* PENN CENTRAL TRANSPORTATION COMPANY "gc * PHILADELPHIA, PA, 
: : a) Maturdty June 26, 1970 oo Lo @ 8 1/2% 


be Sys oe tet 
. 


kK) We have enclosed for your files financial information received oy us from the -company, 


_ () We believe your files are complete on this name. 


. With appreciation for your order, '- 


oo Very truly yours, 


. GOLDMAN, SACHS &CO. 


s 


This material which is for your private information only, Is based upon sources which we deem reliable, | 
Ba we do not represent that It ts accuraic or complete, and it should not be relied upon as so represented 
y us, 


Oe NS non nom, er 09.08 Vode « Sactan « Phlronn o Mallas ¢ Los Angeles « Philadelphis © 50, Louis © San Francisco ¢ Detro# 0 Memphis 


- 


Ex. F-89: Penn Central note dated March 16, 1970 
and return statement of Morgan Guaranty 
Trust Company. 


een be 
wae oF ‘Ce. 
oe ae : 


oo eae 


gee gee : : 2 A 
“Pera Central Tre ee ‘Cozpeny has filea'a gotition for 
,rcovgonization under Section 77 of the Be ricruptey Act, end tne 
prey Lot Comrt ef tho United States for the Eastern District of 
_ Teansylvenia cn June 21,1970 issucd 4n order approving such 

epetiticn os prorerly filed and, axeng other * scnings, providing 

Shat until further order by the Court “ro payuent shill ve mode 
by the Debtor upca or in respect of the prinziral of, or intcrest . 
on, any of its funded or floating deot, axcent the principal of, ° 
and interest or dividends cn, equipnent odligations issued, . 
. gueranteed or ascumed by the Debtor”. Accordingly, the ettached 
Eatured note, waich was presented to us as Fey ing Agent for Penn 

Cen trol Ts se dk sg Congr FY y is. returned to you inpaid,. =. 


eames 
% ; 


e 
° ‘ 
. 
‘ oom ee 
‘ ‘ 
Sane Come e emerer~eaneusee compa ecm enose | - 
ees 
: f : . 
«< 


MOSGAN GUARANTY TRUST COMPANY OF NEW YORK, 
PAYENG AGIUT 


a é -- 
Per Se ee eee eae 


cee 0 Ot Came 08 © Oe mere ee 


| 
i 


PEI oP ethene werums. v AiR yore waren. 


PENN CENTRAL TRANSPCR UIATICN COMPANY is 

a +, PHILADELPHIA, PENNSYLVAN 

26, = . DATE__MARCH 15, »70 
Cees 7 CENTRAL TRANSPORTATION COMPANY PROMISES TO PAY 
- TO THE ORDER OF___ 


FIVE HUSIDRED THOUSAND a a ne DoL : 
PAYABLE AT MORGAN GUARANTY ‘TRUST COMPANY OF NEW YORK, 23 WALL STREET, NEW YORK. N.Y. 


VALUE RECEIVED: NOT VALID UNLESS COUN : i 
teen. fe epi Gee Th TERSIGNED BY MORGAN GUARANTY TRUST COMPANY OF NEW 


COUNTEAMENED FAS aUrHE~NEATION’ BeLM bes i 
MORGAN GUARANTY TRUST COMPANY: Ss _ PENN CENTRAL TRANSPORTATION COMPANY, 


a : . : 
Re oe . 


e 
a 

| 

I 

f 


+. 10 eandomee o.s 2 © LE CSREES LAE TN OYA EROS © EER GUND Om abEDeE—e 6 


2 Bead oad . ne aS 
F a ae 
Aes ‘Auineaite ortrrry aurnesizee tevarure 


YTS Mio ay ne Sr, EMI mM hel peat ra ans z 
ek ie deat ae FSS EES RLS RSET, TAR SESS sz SAT Nes SE Taras! 


oss pete ges wet ef 0c 
G2OP* C0 o camenDs Dem ows 0. menu Scene 


: eae 


, Forza Contenl fronsyertation Congany has filed a p2tition for 

* gesugnnicetion uncer Section 77 of the Eankrugtcy Act, and the 

; Disteies Court of the United States for tre Eastern District of 

* -Panasylveata on Junie 21,1970 issucd en order epyroving such 

-Fstition as properly filed and, axong other things, providing 
thas until further order by the Court "no payment shall oe made 
ty the Debtor upca.or in respect of the principal of, or interest 
en, eny of its funded or flesting deot, except the princival of, 
end interest ce dividends on, equipment obligaticns issued, 

*. Gucrenteed or assuized by the Debtor". Accordingly, the attached 

ratured nete,.which tas presented to us es Paying Agent for’ Penn 
» Centrel Transportation Conary, is returned to yeu unpaid. - —~ 
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9 eres mane odas 2 00 


* MORGAN GUARANTY TRUST COMPANY OF KEW YORSF, 
: . PAYING AGENE 


BT NA Om ee ne ree So meme ee meee ed mer tome es coms 
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net ee nee 
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Ex. F-91: Memorandum dated September 6, 1969 
by Bruno. 


‘ a NEW YORK, NEW YORK, 
Bae , : 
Housexy Lock, Vice President & Secretary called me today to check 
eechal viper rates, The Franklin Savin +: tan: purchased $500,030 

(oc. Neatuvs) Cas to mature on December 5 rei? 


3G the Tirst comercial 
paper favesc: sat hy this institution, Havry) Gis 


Ciat he will have $2: 


array 


wt into tne market sore time next Week and chat fie ¢ 
1 have Leen calling Harry quite frequently in coe 

n cowerci:l piper and he said that GSSCo. he 
GY, RED (OLDER 


wil} call me concerning 
ermining his interest 
d sivse crvuch. at their portfolio. 


MICHINL FE, ERO J 


M 


Ex. F-92: Memorandum dated September 26, 1969 
by Bruno. 


err 
Rak 


Curing my vacation Harry Usck, Vice 


Caged 6 it, UG0 conmercial paper to mature in 
called ye fay and purchased $2MM more repre 
$451 mmere: 2 These sales represe: 
comncr in ti ranklin.short-term por . ember 25 
Harry case down to visit cur offices at which ez: took hin to lunch, 
Ne was most impressed with the GSECo. cperation ane Feels that he made 


a gocd choice in choosing his commercial paper dealer. We 
cc: RGU, RED FOLDER He : L MICH ST. =. BRUNO IT 


12) 


ee Midd Nolan 


Portion of Computer run of Goldman, 
Sachs’ daily transactions in commercial 
paper of Penn Central Transportation 
Co. (CU); legend and portion showing 


transactions on March 13 and March 16, 
1970. 


LEGEND FOR 
GOLDMAN, SACHS & co. 
COMMERCIAL PAPER DAILY TRANSACTIONS 
FROM 7/31/68 to 12/31/70 
ADMITTED AS F-93 
(also referred to as Gefendants' Exhibit CU) 


Explanation 


Purchase by Goldman, Sachs (generates 
Maturity entry (1800) ) 


Prepayment by Company to Holder 
(generates negative maturity entry (1806)) 


Returns to Company (generates negative 
Maturity entry (1809)) 


Collection (Goldman, Sachs holds in 
inventory and coilects at maturity) 


Sale by Goldman, Sachs 


Buy Back from Holder by Goldman, Sachs 


Maturity 


Negative maturity (displayed on original 
maturity date and reflects that this item 
was prepaid) * 


Negative maturity (displayed on original 
maturity date and reflects that this item was 
returned to Company) 


bubusas S2CrH by Cr, 
COMPEMC LAL Parekh GAL y Twansacl lungs 
rreuM ASV Om Tree Les sts 


AMGUAT CISGy DATE: Ate Lets OLY wATt Stuy wate b INVESTOR 


PENN CENTRAL TRANSPORTATION 


3713/76 4,000,000 3/14/70 e/15/70 8.25 1035Sie 


3/13/76 1,250,000 3/13/76 TALOs70 e,e75 1o3e04 


“® TOTAL PURCHASES : $26250+900 


3/15/74 1,600,666 3413/70) O/1577y 6,e¢5 0 010002 FRANKLIN SAVINGS BANK _ PAPSEeSess oeeG 


3/15/76 1,250,000 


3VIS/TO- T1770 8,875 010087 BANK OF NEW YORK a 7194619593" “0200 — 


3/13/70 300,000 -- S/t3/?G-— ~-9725/70 8,75 O10770 FIRST SECURITY NATIONAL BANK ~~ Ti=8?2soeg ~ 0200 % 


ai < ra ee Se a 6 
3/13/16 1,000,000 = 3714770 ~ 97es/70 8, 79 010610 OLYMPIA BREWING CO, —~ 7103730205 ~9200-— 


TOTAL SaLes' een $35,559,000 ® 


3/13/70 2,750,000 i 8.75 O10n24 FLETCHER JONES” ! i ite Tle32qs2e5 V203 — 


TOTAL BuYebacas - pes $2.750,000 


34145770 500,000 — ary4770-— “3713/70 6.75 201090 


3500-000 


wae INVENTORY — 33,700,000 OUTSTANDINGS a $194,575,000 


____ __336250,060 5/07/70 
6/1S/7y SOLD Out 


7410/76 SOLO Gut 


~"$16450+006 9/25/70 NEXT ACTIVITY AGAINST THIS MATURITY ON 3/10/79 


GULUMAN $4E%5 OND Ci, PAGE 4ho 
CustnClay wrhete Caley Teh SOC Tins 
bw UM I/4$1f0r Tee 1747$1770 
amuuntT DISC. Late “al, vate BLY mate Shin s? INVESTOR 


PEN CosTmat TRANSPORTATION 


3710/76 5,069,000 3/16/70 S/17/7y &,62> 163995 
SslosTy 300,000  =Sstasio 4725/76 Anes 203Tes 
3s10770 00-000 3/14/70 SslosTo B62 20553e 
B/jo/7y 14000,000 = 3416/70 S/ 20/70 8, ees losete 
3/16/70 300,000 __ 3716770 oseesTo 8,025 203785 


3719/70 300,000 3/16/70 essosTo @.0eS 203627 


S4losi6 _ 2,000,000 3/1g470 9730770 6.025 103592 


* TOTAL PURCHASES = oe is, $9,500,000 


PEIOCTSe 3-000: 000— “37tg770— 717770 - 6,028 010874 = PUTNAM GROwTH FUND Tis,S9e591 “02007 


3/10/70 300,000 — Ssles70- _ 4723/70 R625 Ortels MELLUN RATIONAL BANKETRUST co, T1°S73Se-3" G200 


ee00e  Neh0Gso00 S71G7IU Srzest0- 8085 U1ovSe FIRST NATIONAL BANK OF TULSA —— 7107352600 0260 


Ree Se Avia) rts pe — 9.425 SENEe PAIS INGS Ge Ya nhees ae 


3/1e/70 $00;600"  3/1,770_ 4736/70 =a 2S WETO1Z RATIONAL BANZ OF NORTH AMERICA” 7105934g=3" 0200 — 


S/1O/7G ©00,000° 3716/70" 9725/70 8, 75 011079 UNLUN BANK -T1e823eeeS V2007 — 


3410/70” 2.000,000 S/1g770—— 9730/70 8, 025 010935 MARINE MIDLAND GRACE TRUST CO, 7125214023 0Z00- 


Las $9,700,0 


Geb MBN SETS aro Cu, wet 
COe~rr clay barin Lary TeasSaCTluns 
PmeuM T4SL fmm Tews Pessts in 


“ay 


TSSUEKs/ 
tale a4“OyrT OISC. Late - : 3UY wale Stu -ate INVESTOR 


PEN CO%TKAL TRANSPCKTATIUN 


3/16/76 800,000 1714/70 S/i0/7TC 6,025 
3/fO/7% 700,060 12/12/69 3/16/70 B,ned 


3/10/76 300,000 - 12/22/69 3/16/79 6,025 068445 
3/10/79 1,600,000 12734769 3s1osTo a.o25 09uss3 
3/iLeste 900,000 — T/eos79 _ 3/16/70 8.625 . 169¢°y 


3/30/70 1,700,009 ~~ 1729770-— 3716/70 6.625 CO02RS 


Ssiosto 3,000,006 Se e71677G 3/10/70 8,625 201/75 


“@ TOTAL MATURITIES $9-500,000 
tee INVENTORY - ~~" $2 500-900 UUTSTANDINGS $194°575-000 


ouE a/17/70 


: GUE 4/23/70 
7 oo = BS, eso, eee OuE $/077/70 


~ $U60-000 DUE 5/18/76 ACTIVITY AGAINST THIS MATURITY ON 3/16/79 


“DUE $/726/70 Out 
Clig 6/26/70 out 
Dee 6/30/70 Out 
9/25/70 . ACTIVITY AGAINST ThIS MATURITY ON 37/39/70 


9/30/70 ‘ Out 


Ex. F-95: Portion of list of Goldman, Sachs’ largest 
inventory positions in commercial paper, 


by day; portion showing positions for 
January 22 to February 5, 1870. 
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"on A3 Laslena Pas 9 730 

I. ea Chessrcuth : GS SOO 
DunKReughs L ony “FCO 

V1 bepT Stones Ecco 

Geren al Crbhkle 

Peace! fia yp 


Sis vier y LoetypAhies 
Cee hgia Fewer 
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-# : 
> bie ff > 
? det ee my Meee 


Top Ten 


Penn Central 

Texas Eastern Trans, 
Dow Chemical 
Burroughs Corp 
AVCO Corp 

May Dept Stores 
General Cable 
Fruehauf Corp 
Signal Companies 
Georgia Power 
Potomac Elec 

GAF Corp 

Del Monte 

Schenley Industries 


Seagram 


Whirlpool 


12970(1) 
8950 (3) 
10150 (2) 
6500 (6) 
3000 
8500 (4) 
2000 
6050 (7) 
6000 (8) 
5000 
5600 (10) 
4500 
6000 (9) 
4500 
4500 


7500(5S) 


‘ q. 
fe foal : ULE Date é 


beta! Con Pia / Py ye @ /tS7o 
Dea Chesrrens. lL 1sp Dy3a00 

fe pats BietsFe- a! Fysncs. 5 ose @ ise 
Nety Dep? STones ) 


ESCo ioe. 
Lh aR Lpcol oe 


7Se0 — FS 
i“ BRE eg his 


bse (© s¢-0 
b6¢S¢ @ £750 
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Tap Ten 
Penn Central (1) 16570 


Dow Chemical (2)13250 


Texas Eastern Trans (7) 6350 


May Dept Stores 4000 
Whirlpool Corp 4500 
Burroughs 5850 
Fruehauf Corp 6750 
Signal Companies 3500 
Del Monte 7750 


Potomac Electric Power 8600 


AVCcO 5000 
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Top Ten 


Penn Central 

Dow Chemical 

Joseph E, Seagram 
Potomac Electric Power 
Del Monte 

Fruehauf Corp. 

Texas Eastern Transmission 
Burroughs 

Sperry Rand Financial 
AVCO 

Schenley 

GAF 

Gimbel Bros 


May Dept Store Co 


Raytheon 
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10000 (2) 
9500 (3) 
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Dow Chemical 19000 (6) 7700 
Joseph E, Seagram 9500 (3) 9200 
Sperry Rand Financial 9165 (5) 8165 
Raytheon 9000 (4) #750 
Potomac Electric Power 8100 (10) 5500 
Fruehauf Corp 6500 (7) 7700 
Gimbel Bros 5100 5100 
May Dept Stores 5000 5850 
Del Monte > 5000 4100 
AVCO 5250 


International Paper (1) 16500 


Schenley 5200 


Signal Companies (8) 7500 
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Top Ten 1/28/70 

International Paper 16500 (1) 16000 
Penn Central Transportation 12520 (5)10120 
Joseph E. Seagram 9200 (4) 10200 
Raytheon 8750 (2)12500 
Sperry Rand Financial 8165 (10) 6765 
Dow Chemical 7700 6000 
Fruehauf 7700 3100 


Signal Companies 7590 (6) 8900 


May Dept Stores Co 5850 (3) 11500 


Potomac Electric Power 5500 5500 


AVCO 5250 
Del Monte 6000 
Genesco 7000 


Gimbel Bros 7000 


Schenley 


G. D. Searle 
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Top Ten 


International Paper 

Raytheon 

May Dept Stores 

Joseph E. Seagram 

Penn Central Transportation 10120 
Signal Companies 8900 
G. D. Searle 8000 
Genesco 7000 


Gimbel Bros 7000 


Sperry Rand Financial 6765 
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Amer Stand 
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Top Ten 1/30/70 


Internatiqnal Paper 15000 (5) 9000 
5000 &.7,.C. 3710 
Penn Central Transportation £3420 (6) 7910 


Raytheon 12900 | (1) 10400 


Joseph E. Seagram 11200 (4) 9200 
May Dept Stores 9750 (3) 9450 
AVCO Corp 8750 (2) $550 
Signal Companies 8400 (8) 7500 
Schenley 7850 (17) 4600 
Genesco 7006 (9) 6500 


Gimbel Bros 7000 (10) 6000 


Borg Warner (13) 
Burroughs (20) 
Cluett Peabody (7) 
Del Monte (15) 
Dow Chemical (12) 
Fruehauf (11) 
Monsanto (10) 
Sperry Rand Financial (14) 
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Top Ten 
May Dept Stores Ca, 


Genesco 

Penn Central Transportion 
Signal Companies 

AVCO Corp 

International Paper 
Cluett Peabody 

Joseph E. Seagram 

Gimbel Bros 


Goodyear Tire & Rubber 


General Cable 
Fruehauf 
Raytheon 


Monsanto 


Sperry Rand Financial 


Del Monte 
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Texas Eastern Transmission 
Dow Chemical 
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Top Ten 


Raytheon 

AVCO Corp 

May Dept Stores 

Joseph E. Seagram 
International Paper 

Penn Central Transportation 
Cluett Peabody & Co 

Signal Companies 

Genesco 

Gimbel Bros 


Monsanto 


Fruehauf 
Yow Chemical 


Borg Warner 


Sperry Rand Financial 


Del Monte 

Texas Eastern Transmission 
Schenley 

Trunkline Gas 

U.M.M. 

Burroughs 


General Cable 


Goodyear 
Zale 
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Top Ten 
Penn Central Transp, 
May Dept Stores Co, 
Signal Companies 
Genesco Inc. 

Avco Corp 
Cluett Peabody 
Fruehauf Corp 


International Paper 


Michigan Bell Tel 
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Top Ten 2/5 
1. Aveo Corp 43,550 


2. Genesco 12,250 
3. May Dept Stores 11,900 

Fruehauf Corp 11,300 

Signal Cos. 11,000 Penn Central - 
Sperry Rand Fin 9,300 “veree 
Cluett Peabody & Cc. 8,750 
Tex Eastern Trans 7,700 


Jos. Seagrams & Sons 7,200 
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B. DEFENDANTS’ EXHIBITS 


Ex. AD: Memorandum of February 5, 1970 on 
Pennsylvania Company and Penn Central 


Company by Edward A. Jones of 
Manufacturers Hanover Trust Company. 


ve - oO aed 
PENN CENTRAL COMPANY") Ve) PHILADELPHIA,” PENNSYLVANIA 
*. , WI 


February 5, 1970 --a meeting called by the Penn Central was 

held at First National City Bank. Repre= : 
senting the Penn Central Company were Dave Levan, Chairman of the 
Finance Committee, Jon O'Herron, Vice President-Finance, John 
Shaffer, Treasurer, Charlie Hill, Vice President-Controller, and 
Bob Lodder, Assistant Vice President. The banks represented at 
the meeting were First National City (Pat Bowditch), Chemical, 
Irving frust and MHTCo. ‘The Purpose of the meeting :as twofola: 
to discuss the operations of the Penn Central past and future anc 
to request an additional $50 million in loans to be borrowed by 
the Pennsylvania Company (Pennco). 


Financial Requirements: The Penn Central system forecasts the 

need for $165 million in capital 
expenditures during 1970. Plans are to raise the money as 
follows: a $100 million debenture issue of Pennco with Warrants 
attached for the purchase of $50 million Great Southwest common 
stock and $50 million Penn Central common stock. An additional 
$50 million will be raised later in the year by a method yet to 
be determined. However, the. company feels they have a number of 
Options open to them. The additional $10 to $15 million needed 
would be raised through the sale of commercial paper. Timing 
calls for the $100 million Pennco debenture to be ready for Sale, 
either publicly or privately depending upon market conditions, 
within 60 to 120 days. First Boston Corporation and Glore Forgar 
are heading this underwriting. Bevan believes that the under= 
writing will be well received in light of the warrants attachea. 
However, the company has an immediate need for $50 million which 
they would like to borrow from the banks between now and the 
middle of March. These loans will then be fully paid out from 
the proceeds of the debenture Sale. 


There was no indication given during the meeting as to what the 
reaction of the various banks would be to this request. However, 
following the meeting, Pat Bowditch indicated privately to Paul 
Hanna and me that he would Suggest that the company seek the funé 
in the Eurodollar market, We can expect to near from Bowditch 
on Tuesday or Wednesday as to the company's reaction to his 
suggestion, 


Bevan also outlined additional financing plans for the railroad 
which would involve the bank revolving credit. The Pittsburgh 
and Lake Erie Railroad has no bonded debt on its balance sheet. 
Bevan is contemplating the sale of $50 to $100 million of such 
debt some time Guring 1970. The proceeds would be used to prepay 
the first and second years' installments under the term portion 
of the revolving credit. His goal is to reduce the outstandcings 
under the revolving credit as much as possible and as quickly as 
possible. He also intends to reduce commorclal paper out- 
standings. ‘he blanket mortgage which has been discussed in the 
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February 5, 1970 -- Continued 


pest is still being worked on. However, they see little 
possibilities for this until such time as the railroad's 
operations improve and market conditions become more favorable. 


Operations: Mr. Bevan discussed at some -lencth the operations of 
the company for the past year. The company's 
problems still stem largely from the merger. He thought the 
major problem. rested in two areas, accounting and data 
processing. Problems in these areas contributed to poor car 
utilization, substantial overtime pay and a substantial increase 
an per diem expense. Bevan, however, did cite what he thought 
would be indications of improvement. He believes that their 
service, particularly in the freight area, is now competitive 
in that they are making progress in regaining lost traffic. 
Their per diem expense, although still substantial, was 
$6 1/2 million less during 1969 than versus 1968. The railroad 
reduced its payroll by 4,500 people during 1969 and expects to 
eliminate an additional 6,000 people during 1970. At $10,000 
salary per person this would mean a savings of $60 million on 
an annual basis. Additional personnel changes will be made,-: 
including a. reorganization of the Sales Department and Bevan 
feels thac even given the short time that he has been on the job, 
Paul Gorman has proved his worth. to the company. 


The railroad took a $126 million write off representing a 
reduction to salvage value of their long haul passenger assets. 
This was done with the approval of Peat Marwick. There are no 
immediate tax consequences on this write off but the reduction 
will reduce depreciation by approximately $4.7 million per year. 
Receivables continue to be a problem in that they are running 
15 1/2 business days. Under regulations, freight A.lis are not 
supposed to run longer than 5 business days, however, this has 
never been adhered to in the industry. Eight days would be 
considered good and the company is exercising efforts to reduce 
their high receivables. 


During 1969 virtually all of the diversified subsidiaries showed 
sSigmitienaTorowth, They expect this trend to continue into 
1970. - Senior management of the railroad is also optimistic 
about obtaining favorable reaction out of Washington for their 
commuter passcnyer service. The Penn Central carries 35% of all 
passenger service in the country and they are estimating that 
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February 5, 1970 -= Continued 


they will receive approximately $18 million in subsidies during ° 
the year. However, they feel that the amount is not as 
Significant as the fact that the door will be open for additional 
subsidies of substantially higher amounts, These subsidy payments 
have not been included in the company's cash flow forecasts for 
the year. We were provided with a sources and application of 
funds for the transportation company for the past year and their 
estimates for 1970. This material is included in the file, 

The transportation company's forecast of operations for 1970 
calls for operating revenues of $1,856 million and a net loss 

of nearly $56 million, Slightly below the operating loss for 
1969. Ona fully consolidated basis, however, the Penn Central 
is expected to show profit- for the year. Another significant 
point brought out in the ‘rees and applications of funds for 
the transportation company is, the reduction of cash during the 
year 1970 of $23 million leaving a forecasted cash balance at 
year end of only $50 million. 


Edward A. Jones:me 


Ex. AZ: Penn Certral Company 1970 Financial 
Plan, March 9, 1970. 
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Ex. BI: Documents headed “Commercial Paper— 
Weekly Summary,” maintained by Lepley, 
for years 1969 and 1970: 


January 2, 1970 
January 14, 1970 
January 23, 1970 


March 6, 1970 
April 14, 1970 
April 30, 1970 
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Ex. BM: Memorandum of December 1, 1969 from 
Wilson to Doty. 


CONPIDENTIAL, 


INTERNAT, USE ONLY 


AUP MORANDUM 


December 1, 1969 


“ 
To; George Doty 


From: Bob Wilson 


Re: Finance Inventory Names 
tory Names 


Because of present market conditions, we are setting new internal 
guidclines on inventorying notes as a discipline to our Sclliny effort. The pur- 
pose of the puidelines is to stecr our selline efforts on a priority basis to the 
most important situations. Hence, if we are faced With a large maturity of a 
particular issuer, our inventory ought to bo moved out in anticipation of the 
issucr’s necds, ‘The buying officers Should be in continuing contact with the 
Sales Department to accomplish this objective. 

The following list of names and limits is suggested as appropriate 
maximums at which to keep our inventory: 

. Afeo Credit Corporation - if necessary, SIMM 
Allied Stores Creilit Corporaticn - if necessary, in the SiMM range 
American Credit Corporation - $2\IM 


Amcricin Express Credit Covoaration = Stvt.1 ta on 


as 


DTS 
American Investmes: Company ~ if necessary, in the SSMM range 
Amfac Financial Corp. - SIMA to Sa AlN, if neccessary 
Amsterdin Overseas Corporation - 0 
Anderson Clayton Finanee Corp. - 92MM to SSMM 
Appliance Duyers Credit Corporation - $2. 
Associated Dry Goods Corporation - SORA 
Aveo Delta Corporation - if necessary, in the $5.IM to $10MM range 
Avis Ret A Car System, Ine, - S3MM to $53iM 
The Bankers Investment Company - §250M 
—heech Acceptance Corporation -: S2\1M 
Butler Vinanee Company - $250M 
B-W Acceptance Corporation - if necessary, in the SsMM range 
Carco Acceptance Corporation - SIMM 
J. 1. Case Credit Corporation - if necessary, in the $5¢§M range 
Cessna Finance Corporation - $350M 


1 


The Chessie Corporation - S5\1M 

Crompton-Richmond Co. - SS00AT maximum 

Crown Finance Corporation - $250M 

John Deere Credit Company = if necessary, in the $4M range 

The Diners' Club - SLMM : 

EAC Credit Corporation - $2MM 

Equilease. Corporation - $500M 

Family Finanee Corporation - $3MM 

. Beaserv Cor porate SAL 

Fruchauf Finance Company - 81MM 

Houschold Finance Corporation - substantial amounts, with 
reference to our overall position 

IDS Leasing Corporation - $1MM to S2MM 

selin-Jefferson Financial Conipany - 0 

TE? Aeine Finance — S) RIN ta S241N | 

Kochring Vinanee Corp. - SIMM 

Macy Credit Corp. - SSMM : 

Massey- Ferguson Credit Corporation - S2\iM 

Sperry Rand Financial Corporation - if necessary, 

Thorp Finance Corporation --S1MM to 82MM 

U. S. Leasing Corporation. - $500M 

White Motor Credit Corporation ~ $5.M 
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Ex. BY: List of banks participating in various loans 
to Penn Central and Pennsylvania Company. 
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Commitment ‘ Unsecured Eurodollar Working Other Total Chemical Other Total 
; $300MM Bank , Loan Cap.-Loan Loans PCTC $30MM * Peanco 
Bank Name Revolving Cr, Lines $50MM $30.4MM : 
First National City Bank 35; 
-Morgai Guaranty 3 ; 25. 
«Mellon National $5, 
Chase Marhattan a he, 
eMarine Midiard, Buffalo 
Irving Trust Company cae! Is 
Manufacturers Hanover Teast Co, 20, 
Bankers Ticst Co, ES, 
Chemical Bank 15, 
Continents! IMlinois Nat'l Bk & Trust 
, Co. of Chicago 35. 
The First Nat'l Bk of Chicago 7 15, 
United C.tifornia Bank vee 1 T 1 
+ Crocker-Cilizeny Nat'l Donk PERM NE 
Bark of America, N.T. & SAINT 
First National State Bank of N.JI.MATY 


iFranklin National Bank 
Marytand National Bank MHT AY 4 
National Bank of Detroit AHEF 
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The Northern Trust Company } " 
pndustrial National Bank of Rhode Island 
National Newark & Essex Bank 

Old Kent Bank & Trust Company 

The Connecticut Bk & Trust Co, .6- a 
Rerublic National Bank of DallasflH7 

iThe National Shawmut Bk of Bostone 6° 
American Fletcher Nat'l Bk & Trust Co, 
American Sceurity & Trust Ca (D,C,)M eli 
;Bank of Montreal, N.Y. Agency o& 

jFirst National Sank in St, Louis ¢ 43 

|First Wisconsin Nat'l Bank of Mil. 
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Ex. BZ: Letter of February 5, 1970 from Shaffer of 
Penn Central to The First National Bank 
of Chicago. 
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: , 1394, Six Penn Center Plazd 
Philadelphia, Pa, 19104 -~* 


February 5, 1970 


The First National Bank of Chicago 
L- One First National Plaza 
F.., Chicago, Illinois 60670 


ce 


'+ Gentlemen: 


We hereby agree with you as follows: 


> Bue they may 
| £0 demand, 


ndicating the 

This letter an 
ess to you outstending hereunder from 

Oo pay any such indebtedness upon demand] 


by telephone will - 


Should you so request, we agree to execute and deliver 
notes covering any outstanding loans 


this agreement will be 


obese 


“< 


.“ ACCEPTED: 2 ae 


id¥ba 


If this agreement is satisfactory to you, please indicate your 
eptance by signing and returning to us a copy of this letter provided 
that purpose. : . 
Very truly yours 

t By Pear na f 


ATTEST: bpto lt 
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ae Treasurer 
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Assistant Secretary Penn Central Transportation Company «=... 
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Goldman, Sachs’ fe-mé, ‘dated May 27, 
1970, showing purchase of 70,000 shares 
of Penn Central and sales of 27,200 
shares of Penn Central. 
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Ex. CH iid.: Goldman, Sachs’ forms dated May 27, 


1970, showing sales of 96,000 shares of 
Penn Central. 
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Ex. CL: Tabulation of money market rates for the 


period January 4, 1969 through March 20, 
1970. 


OVERSIZE FOLDOUT(S) FOUND HERE IN 
THE PRINTED EDITION OF THIS VOLUME 
ARE FOUND FOLLOWING THE LAST PALE 
OF TEXT IN THIS MICROFICHE EDITION. 
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Ex. CW: Portion of computer run showing Goldman, 
Sachs & Co.’s daily summary totals for 
Penn Central commercial paper and for all 
commercial paper sold or held by Goldman, 
Sachs as dealer; portion showing summary 
totals for December 19, 1969 to March 20, 
1970. 
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Ex. EV: Blue sheet of July 22, 1969 on Avco 
Corporation, with July 23 and 24, 1969 
addenda, by Roger M. Lynch. 
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AVCO CORPORATION New York, New York 


7/22/69 


With an inventory position of $16MM and the realization that this 
company was looking for an additional $7MM the following day, I 
called Frank Suozzi to inquire as to his flexibility in obtaining funds 
from sources other than the ¢/p market. I explained that we have 
had some difficulty in selling their notes recently because of the ¢/p 
market in general and also because they have been increasing their 
outstandings dramatically recently ($125MM to $157MM). I went on 
to say that usually we maintain a level on how much of one company’s 
notes we carry in inventory at one time but since Avco has been 
expecting a large payment from their Stratford plant which would 
eleviate pressure for additional funds we have been willing to work 
with them on their requirements. Frank explained that they have 
a revolving credit of $175MM of which they are owing $100MM. To go 
this route they would have to give two day’s notice which would not 
be quick enough to solve the present situation. They also have $100MM 
in lines but when these were set up it was understood that they would 
be strictly back-up lines for c/p and would not be utilized. Frank 
went on to say that he has been counting on GS&Co. to handle their 
needs on a day to day basis. I told Frank that we have taken care 
of their needs in the past and feel confident we can satisfy their needs 
in the future but that we wanted to cover ourselves in case the unfore- 
seen develops. Frank said that if GS&Co. could not provide funds 
on @ particular day their first recourse would be to bring down their 
compensating balances on their bank lines. This would make available 
$10MM to $15MM. Frank said that if things got really bad he would 
use his back-up lines but it would be done only ix. the case of an 
emergency and probably annoy his bankers. I suggested that Frank 
set up some type of “swing line” arrangement so that they would have 
more flexibility. Frank said that he would discuss it with his people. 


7/23/69 


I cleared with Frank a buying rate 4% higher than our best rate 
until we reduce our inventory position. Frank agreed with this idea 
and felt that he would much rather pay an additional ¥g% during a 
tight period than go to his banks. 


7/24/69 


Frank Suozzi called and informed me that they had just received 
$25MM from their Stratford operation. We immediately sold back 
to Avco the $812MM of ¢/p that we had in inventory. We are now 
buck in excellent shape with this account. 


ec: JCW, RGW, LED, GVC, JAV Roger M. Lyncu 


Ex. EW: Blue sheet of | .gust 13, 1969 on Avco 
Corporation and Avco Delta Corporation 
by Fekula. 
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AVCO CORPORATION/ New York, N. Y. 
AVCO DELTA CORPORATION New York, N. Y. 


August 13, 1969 


Frank Suozzi, Second Vice President met with Bob Wilson, Lou 
Drypolcher and Walter Fekula. Frank is part of the newly formed 
financial services group headed by Dick Yantis which is responsible 
for all the financing of Aveo, Avco Delta, Seaboard, Carte Blanche, 
Paul Revere ete. They are currently looking into the possibility of 
merging Avco Delta with Seaboard and it is Frank’s guess that this 
should be accomplished by next year with Avco Delta eventually 
moving to Los Angeles. Aveo is in the midst of making some decisions 
with respect to long term financing which should take place sometime 
in 1970 and would probably be a combination of senior long term debt 
and subordinated convertible debentures or straight equity. On the 
short term debt side, Avco has $175 million in a revolving credit 
agreement that expires March 31, 1972 of which $100 million is in use. 
Three days notice is required prior to any take downs. In addition 
the company has increased its supplemental lines from $100 million 
to $139 million as a result of Aveo-Embassy becoming a “restricted” 
subsidiary and merging its lines with Aveo Corp. $29.8 million is 
in use all being former Avco-Embassy debt. Frank said that for these 
supplemental lines they are keeping 15% in compensating balances 
and when they set up the original $100 million they told their banks 
that these l'nes would not be used. There is currently outstanding $152 
million in commercial paper and based on rough projections they 
would like to increase outstandings to $170 million by August 22ud. 
Avco projects that they will need $200 million in commercial paper hy 
fiscal year end. This assumes that no additional borrowings will be 
incurred under the revolving credit. When asked whether or not the 
supplemental lines can be looked to Frank, after some hemming and 
hawing, said they could as a “court of last resort.” He said that Avco 
would rather create other alternatives such as, in order of preference, 
us inventoring any paper that we cannot sell, overselling paper using 
the excess as a cushion and finally using the revolving credit. He said 
that it was his understanding that we have a $10-15 million limit on 
Aveo paper that we inventory and inasmuch as outstandings are 
increasing we should be willing to inventory more paper. Bob explained 
that we have no formal guidelines on how much paper we inventory 
stating that if a name isn’t selling well we at one point will stop 
inventoring. When asked if these supplemental lines have been con- 
firmed in writing, Frank replied that he presumed so but that they 
would be in Frank Larson’s files and he is not making available his 
files to either Yantis or himself. Earlier in the conversation, Suozzi 
mentioned that Lawson will probably be retiring shortly, not entirely 
on his own volition. We told Frank that we were never informed as 
to the tenuousness of the outside lines of credit and would like to 
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know exactly under what conditions these lines can be looked to. 
Frank said that after exhausting all other avenues they probably 
could be used, however, they do not want to test them. Avco Delta 
at August 8 had out $247 million in commercial paper as against $186 
million in unused lines. Aveo Delta plans to sell publicly $30-50 million 
in senior long term debt in September and is currently negotiating 
to transfer $15 million in senior debt into subordinated debt as they 
ure reaching the allowable debt ratio under loan agreements. Also, 
Yantis is now negotiating with Ford Motor Credit to sell them $15MM 
in the wholesale receivables now that the Commercial Credit deal 
is dead. 


The First Pennsylvania Banking and Trust Company, which extends 
a $10 million line to Avco Delta, has informed all of its finance com- 
panies that it is going to charge them 9% adding that when money 
is loose they would charge the finance companies a rate below prime. 
We adviced Frank not to do anything drastic such as drop the line 
during this current tight money market. We said further that we 
have been able to satisfy Avco’s aceds during these critical times, 
and expect to in the future, but the company should provide for any 
unforseen circumstance whereby for one reason or another there may 
be a temporary run off in commercial paper. Bob told Frank that 
from our point of view assuming that Avco does not (or cannot) use 
these outside lines, we would like to see them set up $20 million in 
swing lines to give us more flexibility. Also, overselling and laying 
off excess funds would provide more flexibility. 


Bob plans to call Yantis in the morning to see what reactions he 
has to our recommendations and to hear from him the nature of 
those outside lines. 


W. P. Fekula 


| Ex. FA: Memorandum of November 21, 1969 from 
a H. Weinberg to Doty. 
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CONFIDENTIAL 
MEMORANDUM November 21, 1969 


Mr. George Doty 
Hy Weinberg 


SUBJECT; Analysis of November 20 Commercial Paper 
Inventory. 


As you requested, we have analysed the Commercial 
Paper Inventory at the close of business on November 20. 
1969. Our analysis was aimed at determining the average 
length of time that commercial paper notes remained in 
inventory after being purchased from issuers and before 
being sold to investors, 


The analysis indicates that the averase ncte in 
last night's inventory has been heid by us for 12.49 days. 
the average holdinr period of 12.49 days is a weighted 
average, taking into account the length of time the notes 
have been held and their dollar amount. 


The total Control Desk Inventory (that is, the 
inventory available for Sule) at the close of business on 
November 20 was $222,190,000. Attached is a detailed breek- 
down of this inventory, with our notation in the right- 
hand colunn indicating the number o* days that the note 
has been held by us. While we have only analyzed a single 
day, my review of other records and information leads me to 
believe that the average holding period of the notes in the 
November 20 Inventory is fairly typical and representative, 
aud that if we were to choose more days to analyze, we 
would most likely come up with approximately the same 


answer. 


a (otis fe, 
ccs: Mr. Robert G. Wilson 


ove. 
Coumercial Paper Department Cees Ona.” 


rr 


40 VLMOELS.T. NOVEMAFR 20 
YIFEDS 
30-44 45-59 60-89 90-119 120-179 180-270 
8.054-079 6.081-106 8. 108-161 8. 163-217 8.218-331 8.333-511 
1/8 8, 180-206 8. 208-234 8.236-291 8.293-34y 8.351-467 8.469-662 
1/4 8.307-334 8.335-363 8.365-421 8.423-481 8.483-602 8. 604-794 
3/8 8.433-461 8.463-491 8.493-552 8.554-613 8.615-739 8.741-9136 
1/2 8.561-589 8.591-620 8.622-682 8.685-746 8. 748-875 8.877-9, 078 
5/8 8.687-717 8.719-749 8.751-813 8. 815-873 8.880-9,011 9.014-9.222 
3/4 8.814-845 8.847-877 8.879-943 8.946-9, 011 9.013-148 9. 150-365 
7/8 8.941-972 8.975=9.006 9.008-074 9.076-143 9. 146-285 9. 287-509 


EXIMBANK RATES & EQUIVALENT BOND YTELDS 
ph a en ID 


NOT AVATIABIE 


FNMA, RATES EQUIVALENT BOND YIELDS 


30-59% 60-89 90-179 180-270 
7(7.14-7,18) 7.25(7.44-7.48) 7.50(7.75-7.90) 7,65 (8. 06-8. 12) 
**No december Maturity Available 


FNMA, 


Nov 2x25 
Dec 2x1000 1x500 2x100 
Dec 1x 100 
Jan 6x25 
Jan 3x100 
Jan { 1x100 
Jan 1x 100 
Feb 5x100 @x25 
Apr 206 2x100 
May 1x100 
Jun 15 5x1000 2x10 6x100 4x25 
NUMBER OF DAYS 
NOVEMBER MATURITIES IN INVENTORY 


NNNNNN YN NUN 
. . 

NNO SP A pe pe 

Vouvcocoun 


Foremost McKesson, Inc. Nov 28 
Ceorygia-lacific Corporation Nov 
(eorgia Power Company (R) Nov 
Munsingwear Inc, (R) 

frunkline Gas Co, 


TOFAI, NOVEMBER MATURITIES - 1,500 
DECK MRER MATURTTIES 


American Cable & Radio Corporation Dec* 23 1,000 

Awerican Standard Ine, Dec 23 250 
Dec 29 4,000 

Amfac Financial Corporation Dec 23 100 

(Guaranteed by Amfac ine, ) 

Arcata National Corp, Dec 2 300 


onaoaan 


o 


The Bendix Corporation pec 500 
Butler Manufacturing Co Dec 700 
Eltra Corporat ion Dec 500 
Evans Products Co, Dec 100 
Finsery Corporat ion Dec #00 
(Guaranteed by Studebaker -Worth tuyton) D€c 2000 
General Tire & Rubber Company Dec : 2,000 
International Salt Co Dec 500 
lone Siar Gas Company Dec 100 
Pepst Cola Equipment Corporation (R)** Dec 700 
(Guaranteed by Pepsico Inc.) 
Standard Knittiny Mills Ine Dec 100 
“ntversal Leaf Tabacco Company, Inc. Dec 1,000 
U.S. Industries Ine, Dec 500 
The Vendo Company Dec 300 
Walypreen Co. Dec 100 
Dec 1,000 
West Point-Ieppereil Inc, Dec 2: 500 
Dec 1,000 
Zayre Corporation Dec 3, 000 


DOT mDear nanan 


Saoanea anna 


TOTAL DECEMBER MATURITIES - 21,050 
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JANUARY MATURITIES 
pe ee 


Allied Mills, Inc. 

Allicd Stores Credit Corporation 
Amalgamated Suyar Co. 

American Cable & Radlo Corporation 
Amiac Flnanctal Corporation 
(Guaranteed by Amtac Inc.) 


Arcata National Corporation 


Armstrong Rubber Company 
Armco Steel Corporation 
Avco Corporation 


Beech Acceptance Corporation Inc./ 
Beech Aircraft Corporation 


Belding-Ileminway Co., Inc. 


Bell & Howell Co. 


Bemis Company, Inc. 
Borg-Warner Corporation 


John Breuner Company 
Burroughs Corporation 


Butler Finance Co. 

arco Acceptance Corporation 

(Wholly owned substdfary of Pacific Car & 
Central Soya Company, Inc, 

Cessna Finance Corporation 

Chadbourn Ine. 

Chesapeake & Potomac Telephone Company 
of Virginia 

Cluett, Peabody & Co., Inc. 

Comnonwealth Telephone Company 

Crompton Richmond Co., Inc. Factors (R-1) 
Dan River Mills, Inc. 


Del Monte Corporation 

Di Glorglo Corporation 

Dole Company 

(A Division of Castle & Cooke, Inc.) 
Dresser Industries, Inc, 


EAC Credit Corporation 


Equilease Corporation 
Fruchauf Corporation 


GAF Corporation 


General Cable Corporation 
Genesco, Ine. 


Georyia Power Co, (R) 


The B, F, Goodrich Company 


Jan 
Jan 
Jan 
Jan 
Jan 


Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 


Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
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23 
8 
28 


Jan 


Jan 
Jan 
Jan 
Jan 


29 


800 
15/2500-20/300 
500 
1,700 
100 


1,000 
2,000 


Foundry Co. 


Jan 
Jan 
Jan 


Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 


Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 


_ Jan 


Jan 


16 
15 
28 


1,500 


100 
1,000 


~ wer 
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Goodyear Tire & RubberCo, Jan 3 1,000 
Jan 18/1000~22/1000 
Jan 1,000 
Handy & Harman Jan 200 
Haverty Furniture Companies Inc, Jan 650 
Houston Natural Gas Corp. Jan 590 
Jan 1,000 
IDS Leaatny, Corporation Jan 7 100 
Wholly owned subsidiary of Investors Diversified Services Inc.) 
Jan 13 400 
Jan 20 300 
Jan 23 500 
International Salt Company Jan 15 100 
Jones & Laughlin Steel Corporation Jan 28 1,700 
Jonathan Logén Ine, Jan 12 200 
Leone Star Gas Company Jan 1,000 
Jan 500 
M. Lowenstein & Sons, Inc, Jan 2, 000 
Jan 400 
Macy Credit Corporation Jan 11/100-3/100 
Mattel, Inc, Jan 2,000 
Jan 400 
May Department Stores Inc, Jan 250 
Jan 1,250 
Jan 750 
Jan 250 
Jan 500 
Jan 750 
Jan 500 
Jan : 500 
Michigan Bell Telephone Company Jan 1,500 
The National Cash Register Company Jan 12 500 
Niayara Mohawk Power Corporation Jan § 800 
Northern Natural Gas Company Jan 1,250 
Northern States Power Company Jan 2: 250 
Penn Central Transportation Compas: Jan 1,006 
Jan 500 
Jan 1,560 
: Jan 600 
Pepsi Cola Equipment Corporation (R)%* Jan 7/200-38/200 
(Guaranteed hy Pepsico, Tne. ) 
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8 
8 
8 
8 
8 
8 
8 
8 
8 
8 
8 
8 
8 


Jan 500 
Jan 1,000 
Potomac Electric Power Compan, Jan 1,100 
Public Service Company of New Hampshire Jan 500 
, Jan 1,000 
Ralston Purina Company Jan 500 
Schenley Industries Inc, Jan 600 
Jen 
Jan 
Joseph E. Seagram & ens, Inc, Jan 
The Signal Cos., Inc, Jan 
Jan 
Jan 
Sperry Rand Financial Lorperation Jan 
Jan 
Jan 
Jan 
Jan 
Sperry Rand Corp - 2tion Jan 
J.P. Stevens & Co,, Inc. Jan 
Stokely Van Camp, Inc, Jau 
Sunbeam Corporat icn Jan 
Texas Eastern Transmission Corporation Jan 18/250-23/250 
Jan 1,500 
Jan 1,950 


Jan 8/250-15/250 
Trounkline Gas Co, Jan 27 2,900 


United Merchants & Manutec curergs, ine. Jan 1,@2¢ 
Jar 500 
Jan 2,000 
Jan 1, ay 
Jan 300 
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8 7/8 Universal Leaf Tobacco Company, Inc. Jan 7 500 36 
9 Jan 29 800 9 
8 7/8 U.S, Industries Inc. Jan 20 1,000 25 
9 Vendo Company Jan 22 200 8 
8 7/8 Vulcan Materials Co, Jan 8 600 2 
9 Wayne Gossard Corp, Jan 30 350 7 
8 7/8 West Point-Pepperell Inc, Jan 29 5,000 1 
8 7/8 Western Publishing Co., Inc. Jan 9 350 14 
9 Jan 23 1,050 7 1 
9 Zale Corporation Jan 13 500 24 
9 Jan 22 1,000 4 ; 
9 Jan 26 1,100 16 
TOTAL JANUARY MATURITIES -~ 143 ,375 
FEBRUARY MATURITIES ' 
\ 8 7/8 Allegheny Ludlum Steel Corp. Feb 10 750 4 : 
8 7/8 Feb 11 1,006 8 
9 Amalgamated Sugar Co. Feb 10 1,000 4 
9 Amfac Financial Corporation Feb 6 400 8 
<Guarantced by Amfac, Inc.) 
8 7/8 Anderson, Clayton & Co., Inc. Feb 4 500 21 
8 7/8 Arcata National Corporation Feb 3 1,800 8 
9 The Bankers Investment Company Feb 3 200 1 
8 7/8  Rurroughs Corporation Feb 18 1,900 1 
91/8 Chadbourn Inc. Feb 10 600 9 
8 7/8 Cluett, Peabody & Co., Inc. Feb 2 250 16 
8 7/8 Feb 10 22/500-11/500 22/11 
8 7/8 Feb 13 560 7, 
8 7/8 Feb 17 1,000 2 
9 Crompton-Richmond Co., Inc. Factors (R-T) Feb 4 506 $ 
9 Dan River Mills, Inc. Feb 5 1,250 16 
9 Feb 11 750 2 
8 7/8  Ex-Ceil-a Corp. Feb 3 500 i6 
8 7/8 General Cable Corpocaiion Feb 3 500 16 
9 Hoerner Waldorf Corporation Feb 5 500 8 
8 7/8 Jones & Laughlin Stecol Corporat fon Feb 9 1,500 15 
9 Kayser Roth Corporat lon Feb 5 590 ) Be) 
“ . Feb Ll 500 8 
9 Feb 19 1,006 1 
9 Jonathan Logan, Inc. Feb 3 500 9 
9 Feb 10 250 4 
9 M. Lowenstein & Sons, Inc. Feb 4 600 8 
9 Feb 10 1,500 3 
9 NLT Corporation Feb 4 500 15 
8 7/8 National service Industries Inc. Feb 5 2,700 14 
8 7/8 Penn Central Transportation Company Feb 3 4,000 S¢ 
8 7/8 Feb 10 1,000 16 
8 7/8 Pepsi Cola Equtpment Corporation (R)** Feb 5 1,000 28 
(Guaranteed by Pepstco, Inc.) 
8 7/8 Potomic Klett Power Company Feb 16 1,000 3 
87/8 Schenley Industries Inc. Feb 6 2,250 4 
8 7/8 Feb 10 1,500 3 
8 7/8 Joseph f. Seagram & Sons Inc. Feb 6 500 11 
8 7/8 Feb 11 4,000 7 
8 7/8 Sperry Rand Financial Corporation ' Feb 13 115 3 
8 7/8 Texas Eastern Transmission Corporation Feb 4 750 4 
8 7/8 Feb 6 1,250 3 
! 8 7/8 United Merchants & Manufacturers Inc. Feb 2 1,500 8 
8 7/8 Feb 4 500 11 
8 7/8 Feo 10 1,800 i 
87/8 U.S. Industrica Inc. Feb 5 3,500 4 
9 The Vendo Company Feh 11 san 1 
9 Woodward & Lothrop, Inc. Feb 10 1,700 9 
9 Zale Corporation Feb 3 1,000 8 
9 i Feb 10 900 1 
TOTAL FEBRUARY MATURITIES - 52,165 
MARCH MATURITIFS r 
8 7/8 Chrysler Corporation Mar 16 2,700 2 
9 Hanes Corporation Mar 12 500 g 
9 Mar 19 859 2 


TOTAL MARCH MATURITIES - 4,000 


APRIT. MATURITIFS 
LES 
Hance Corporation Apr 23 


TOTAL APRIL MATURITIES - 


F.N.M.A. ON HAND - Jorre C/P ON HAND - 22 2, ‘Vo 


EXIM ON HAND - C/P ENGAGED - oO 


TOTAL REPOS - 134,500 C/P INVENTORY - 222, 190 


(R) DENOTES RESTRICTION LIST 


(R)** SUBJECT TO SPECIAL RESTRICTION NOT TO BE SHOWN ON ANY PRINTED OFFERINGS, 
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COMMERCIAL Parr: 


to WS, 
x. Ae 


1:30 PME. S.T. ! 
YIETDS 

30-44 45-59 90-119 120-179 
& 954-079 

1/8 & 180-206 
1/4 8.307-334 
3/8 8.433-46 
1/2 8.561-58 
5/8 8.687-717 
3/4 8.814-845 
7/8 8.941-972 


8. 081-106 
8. 208-234 
8.355-363 
8.463-49 
8.591-6 
8.719-749 
8.847-877 
8.975-9.006 


8. 163-217 
8. 293-349 
8.423-481 
8.554-613 
8.685-746 
8. 815-873 
8.946-9,011 
9. 076-143 


8.218-331 
8.351-467 
8.483-602 
8.615739 
8. 748-875 
8.880-9,011 
9.013-148 
9. 146-285 


EXIMBANK RATES & EQUIVALENT BOND YIFLDS 


NOT_AVAILABLE 


8.751-813 
8.879-943 
9.008-074 


OOM wM@Mwmwa 


F.N,M,A, RATES EQUIVALENT BOND YIELDS 


30-59** 60-89 
7(7.14-7,18) 7.25(7.44-7.48) 
**No december Maturity Available 


90-179 
7.50(7. 75-7.90) 


F.N.M.A, 


2x 1000 
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5x1000 2x10 
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NOVEMBER 20, 1969 


180-270 


8.333-511 
8.469-662 
8.604-79% 
8. 741-936 
8.877-9.078 
9.014-9, 222 
9. 150-365 
9. 287-509 


180-270 
7.65 (8. 06-8. 12) 


2x25 

1x500 2x100 
1x 100 
6x25 
3x 100 
1x100 
1x 100 
5x 100 
2x100 
1x100 
6x100 4x25 


8x25 


NUMBER OF IMYS 


NOVEMBER MATURITIES 
a 


Foremost McKesson, Inc. 
Georgia-Pacific Corporation 
Georgia Power Company (R) 
Munsingwear Inc. (R) 
Trunkline Gas Co, 


Nov 28 
Nov 26 
Nov 25 
Nov 25 
Nov 26 


TOTAL NOVEMBER MATURITIES - 1,500 


DECEMBER MATURITIES 


American Cable & Radio Corporation 
American Standard Inc, 


Dec 
Dec 
Dec 
Dec 


[2 © & 6 


Amfac Financial Corporation 
(Guaranteed by Amfac Inc, ) 
Arcata National Corp. 


The Bendix Corporation 

Butler Manufacturing Co 

Eltra Corporation 

Evans Products Co. 

Finserv Corporation 

(Guaranteed by Studebaker -Worth ington) 
General Tire & Rubber Company 
International Salt Co 

Lone Star Gas Company 

Pepsi Cola Equipment Corporation (R)** 
(Guaranteed by Pepsico Inc, ) 

Standard Knitting Mills Ine 

Universal Leaf Tobacco Company, Inc. 
U.S. Industries Inc, 

The Vendo Company 

Walgreen Co, 
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West Point-Pepperell Inc, 
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Zayre Corporation 


TOTAL DECEMBER MATURITIES - 21,050 


IN INVENTORY 
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Allied Mills, Inc, Jan 23 800 8 
Allied Stores Credit Corporation jan 8 15/2500-20/300 15/20 
Amalyamatcud Suyar Co, Jai. 28 4 
American Cable A Kadte Corporation Jan 16 
Awtae Finan tal Corporat ton Jan 24 
(Guarant ovul lny Am aac Ine.) 


x xo wo 


Jan 15 
Arcata National Corporation Jan 8 
Jan 24 
Armstrong Rubber Company Jan 18 
Armco Steel Corporation Jan 14 
Avco Corporation Jan 22 
Jan 19 
Jan 11 
Jan 
Beech Acceptance Corporation Inc./ Jan 
Beech Aircraft Corporation 
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Jan 
Belding-Heminway Co., Inc. Jan 
Jan 
Bell & Howell Co. Jan 
Jan 
Jan 
Jan 
Bemis Company, Inc. Jan 
Borg-Warner Corporation Jan 
Jan 
Jan 
Jan 
John Breuner Company Jay. 
Jan 
Burroughs Corporation Jan 
Jan 
Butler Finance Co. Jan 
Carco Acceptance Corporation Jan 
(Wholly owned subsidiary of Pacific Car & Foundry Co. 
Central Soya Company, Inc. Jan 16 
Cessna Finance Corporation Jan 15 
Chadbourn Inc. Jan 28 
Chesapeake & Potomac Telephone Company 
of Virginia Jan 13 
Cluctt, Peabody & Co., Inc. Jan 21 
Commonwealth Telephone Company Jan 20 
Crompton Richmond Co., Inc. Factors (R-I) Jan 14 
Dan River Milis, Inc. Jan 7 
Jan 27 
Del Monte Corporation Jan 19 
Jan 22 
Di Giorgio Corporation Jan 
Dole Company Jan 
(A Division of Castle & Cooke, Inc.) 
Dresser Industries, Inc. Jan 
EAC Credit Corporation Jan 
Jan 
Equilease Corporation Jan 
Fruehauf Corporation Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
GAF Corporation Jan 
Jan 
General Cable Corporation Jan 
Genesco, Inc. Jan 
Jan 
Jan 
Jan 
Georgia Power Co. (R) Jan 
Jan 
Jan 16 
The B, F, Goodrich Company ‘Jan 8 
Jan 12 
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Goodyear Tire & RubberCo, Jan 22 1,000 1422a 


Jan 27 18/1000-22/1000 
Jan 28 
Handy & Harman Jan 15 
Haverty urniture Companies Inc, Jan 28 
Houston Natural Cas Corp, Jan 13 
: Jan 27 
IDS Leasing Corporation Jan 7 
Wholly owned subs idiary of Investors Diversified Services 
Jan 
Jan 
Jan 
International Salt Company Jan 
Jones & Laughlin Steel Corporation Jan 
Jonathan Logan Inc. Jan 
Lone Star Gas Company Jan 
Jan 
M. Lowenstein & Sons, Inc. Jan 
Jan 
Macy Credit Corporation Jan 11/100-3/100 
Mattel, Inc, Jan 2,000 
Jan 400 
May Department Stores Inc, Jan 250 
Jan 1,250 
Jan 750 
Jan 250 
Jan 500 
Jan 750 
Jan 500 
Jan 500 
Michigan Bell Telephone Compa ny Jan 1,500 
The National Cash Register Company Jan 500 
Niagara Mohawk Power Corporation Jan 800 
Northern Natural Gas Company Jan 1,250 
Northern States Power Company Jan 250 
Penn ‘2ntral Transportation Con pany Jan 1,000 
Jan 500 
Jan 1,500 
Jan 600 
Pepsi Cola Equipment Corporat ior (R\** Jan 7/200-38/200 
(Guaranteed by Pepsico, Inc.) 
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8 

8 7/8 
8 7/8 
8 3/4 
8 7/8 
8 3/4 
8 7/8 
8 7/8 
8 8/4 
8 7/8 
8 7/8 
8 7/8 
8 


Jan 
Jan 
Potomac Flectric Power Company Jan 
Public Service Company of New Hampshire Jan 
Jan 
Ralston Furina Company Jan 
Schenley Industries Inc Jan 
Jan 
Jan 
Joseph E, Seagram & Sons, Inc, Jan 
The Signal Cos., Inc. Jan 
Jan 
Jan 
Sperry Rand Financial Corporation Jan 
Jan 
Jan 
Jan 
Jan 
Sperry Rand Corporation Jan 
J.P. Stevens & Co., Inc. Jan 
Stokely Van Camp, Inc. Jan 
Sunbeam Corporation Jan 
Texas Eastern Transmission Corporation Jan 18/250-23/250 
Jan 1,500 
Jan 1,950 
Jan 2 8/250-15/250 
Trunkline Gas Co, Jan 
United Merchants & Manufac turers, Inc, Jan 
Jan 
Jan 
Jan 
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02 Go CO CD OD MM DO DAMDDMODNDDHDMODOMDHODMOOMHOOD 


o4- 
Universal Leaf Tobacco Company, Inc. 


U.S. Industries Inc. 

Vendo Company 

Vulcan Materials Co, 

Wayne Gossard Corp. 

West Point-Pepperell Inc, 
Western Publishing Co., Inc. 


Zale Corporation 
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TOTAL JANUARY MATURITIES - 143,375 
FEBRUARY MATURITIES 
Sena, 


Allegheny Ludlum Steel Corp. Feb 
Feb 
Amalgamated Sugar Co. Feb 
Amfac Financial Corporation Feb 
(Guaranteed by Amfac, Tne.) 
Anderson, Clayton & Co., Inc. Feb 
Arcata National Corporation Feb 
The Bankers Investment Company Feb 
Burroughs Corporation Feb 
Chadbourn Inc. Feb 
Cluett, Peabody & Coa., Tne, Feb 
Feb 
Feb 
Feb 
Crompton-Richmond Co., Inc. Factors (R-1) Feb 
Dan River Mills, Inc, Feb 
Feb 
Ex-Cell-O Corp. Feb 
General Cable Corporation Feb 
Hoerner Waldorf Corporation Feb 
Jones & Laughlin Steel Cerporat ion Feb 
Kayser Roth Corporation Feb 
Feb 
i Feb 
Jonathan Logan, Inc. Feb 
Feb 
M. Lowenstein & Sons, Inc, Feb 
Feb 
NLT Corporation Feb 
National Service Industries Inc. Feb 
Penn Central Transportation Company Feb 
Feb 
Pepsi Cola Equipment Corporation (R)** Feb 
(Guaranteed by Pepsico, Inc.) 
Potomac Electric Power Company Feb 
Schenley Industries Inc. Feb 
Feb 
Joseph E. Seagr%. & Sons Inc. Feb 
Feb 
Sperry Rand Financial Corporation Feb 
Texas Eastern Transmission Corporation Feb 
Feb 
United Merchants & Manufacturers Inc. Feb 
Feb 
Feb 
U.S. Industries Inc. Feb 
The Vende Company, Feh 
Woodwe rd & Lothrop, Inc. Feb 
Zale Corporation Feb 
Feb 
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TOTAL FEBRUARY MATURITIES - 52,165 
-MARCH MATURITIES _ 


Chrysler Corporation Mar 
Hanes Corporation Mar 
Mar 


TOTAL MARCH MATURITIES - 4,000 


-5- 
APRIL MATURITIES 
ES 
Hanes Corporation Apr 23 


TOTAL APRIL MATURITIES - 


F.N.M.A. ON HAND - Jorre C/P ON HAND - 22 2, Vo 


EXIM ON HAND - C/P ENGAGED - oO 


TOTAL REPOS - 134,500 C/P INVENTORY - 222, 190 


(R) DENOTES RESTRICTION LIST 


(R)** SUBJECT TO SPECIAL RESTRICTION NOT TO BE SHOWN ON ANY PRINTED OFFERINGS. 
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7 COMMERCIAL PAPER 1:30 PLM.E.S.T. 4 A2Sa NOVEMBER 20, 1969 
YIELDS 


e 


' 
30-44 45-59 60-89 90-119 120-179 180-270 
8 8. 054-079 8. 081-106 8. 108-161 8, 163-217 8.218-331 8.333-511 
8 1/8 8. 180-206 8. 208-234 8.236-291 8.293-349 8.351-467 8.469-662 4 
8 1/4 8.307-334 8.335-363 8.365-421 8.423-481 8.483-602 8.6046-794 } 
8 3/8 8.433-461 8.463-491 8.493552 8.554-613 8.615-739 8.741+936 i} 
8 1/2 8.561-589 8.591-620 8.622-682 8.685-746 8. 748-875 8.877-9,078 \" 
8 5/8 8.687-717 8.719-749 8.751-823 8. 815-873 8.880-9.011 9,014-9,222 | 
8 3/6 8.814-545 8.847877 8.879-943 8.946-9,012 9,013-148 9. 150-365 i. 
‘8 7/8 8.941-972 8.975-9. 006 9.008-074 9.076-143 9. 146-285 9.287+509 i 
i 
EXIMBANK RATES & EQUIVALENT BOND YIELDS ne 
NOT_AVAILABLE : 
. NMA S UIVALENT BOND YIEIOS | 
30-5 94% 60-89 90-179 180-270 
7(7.14-7, 18) 7.25(7,447.48) 7.50(7. 757.90) 7.65 (8. 06-8, 12) 
No december Maturity Available { 
eS B/P F.N.M.A, | 
7 - 447 dy Nov 24 50 2x25 | 
7 t 3 . Dec 17 2,700 2x1000 1x500 2x100 | 
7 (4/7 Y Dec 29 100 <o— 1x100 
7.15 : Jan 2 130 6x25 | 
715 Jan 5 30a. 3x100 | 
7.20 Jan 12 100. 1x100 4 
7.20 Jan 20 100: 1x100 
7.60 Feb 27 700 5x100 8x25 } 
7.65 Apr 14 200 » *2x100 
7.70 May 15 100 1«100 | 
7.75 Jun 15 5,720 $x1000 2x10 6x100 4x25 \ 
f 
QVEMBER MATURITIES | } 
! i 
8 2¢ Faremost McKesson, Inc, “fq {Nov 28 2 aoe 40 2x 100 
8 ka Georgia-Pacific Corporation uhg|Nov 26 2— 500 loco 1x500 
eS Georgia Power Company (R) niy|Nov 25 3% - 100! 3roo 1x100 
85/P Munsingwear Inc. (R) nfy|Nov 25 2-S- 100] 2roo 1x100 
8 5/8 Trunkline Gas Co. hs wy 26 2) 400 S00 4x100 
TOTAL NOVEMBER MATURITIES - 1,500 |. j 
‘ | 
DECEMBER MATURITIES | 
| . 
8 3/4 American Cabel & Radio Corporation ify | Dec 23 «Felt, 000) Jo ame 2x500 
8 3/4 American Standard Inc, fig {Dec 23 3 250! 750 | 1x250 
8 3/4 afr |Dec 29 +4 4000) /6000 8x500 
949 +46 Amfac Financial Corporation jof/e Dec 23 100) Yboo 1x100 
(Guaranteed by Amfac Inc.) | | bo | ; 
8 3/4 Arcata National Corp, uhrr {dec 2 2 300; /teo 3x100 : 
d—Dr t: 
8 3/4 The Bendix Corporation w+ |\Pee 31 17 500i ~3Se9 1x500 i 
8 7/8 Butler Manufacturing Co “fo|Dec 22 700 Jee 2x250 2x100 ss! 
9 €-376 EE ltra Corporation r/e \Dec 23. YY 500; **!  ix500 © i 
8 $/Q Evans Products Co. ufe\Dec 5 fF 100 1§92 1x 100 : i 
83/4  Finserv Corporation | pe (Dec 18 | 800 Gov 1x500 3x100 
gy, (Guaranteed by Studebaker-Worthington) Hic) cc 40 JJ 2c. Ll ecdted Hees ey } 
8 i General Tire & Rubber Company ufi>|{Dec 30 + 4(2,00 Sees 4x500 if 
8 3/4 International Salt Co nfe|Dec 23 yf $00 SSe0; 1x500 | 
8 7/8 Lone Star Gas Company ' wig) Dec 2 y 100) Yeo 1x100 
8 3/4 Pepsi Cola Equipment Corporation oe Dec 29 .{ 700 Joo 1x500 2x100 ° 
(Guaranteed by Pepsico Inc.) i 
Gig tHe Standard Kniteing Mille In: . | Wrw|Dec 2 $6 100, S8o>! 1x100 
8 51v Universul Leaf Tobacco Comainy, Ine} w/i7|Dec 19 251,000 ALS200 1x500 2x250 
S7F U8. tulostries Inc. ple \vxe 23° B87 500. s€S00}  1x500 
8 5/P The Vendo Company 4/z.\Dec & « 37-300; ber 3x100 
8 3/4 Walgreen Co. whg \Dec 22° .% 100 vee ix100 Dip 
8 3/4 nfre| Dec 26 415i ,000 NY=14/26 @ joer 
8 BAR West Point-Pepperell Inc. “fe |Dee 23 5u0, 70 1x500 
8 3/4 uh3|\Dec 31 ¥(1,900) foro | 2500 
8BWY 2ayre Corporation u)7|\Dec % 1 #54 006 Yeo! 6x500 ; 
TOTAL DECEMBER TURITIES = 21,050 /b J 


Spory Lak 


a . 


7c 
pf Lid OD. boo 


‘ : : ; oe _°5° 1 rR te real ag 65 60346 
aS 


t-Coolyear Tire & RubberCo, 
eee rr 


BD ia~ nh : e} 

9. * w[SHandy & Harman ? dels nih 
als 9 3/8 Haverty Furniture Cowtpanies Ine, qs 
«15 & 2/8 Houston Natural Cae Corp, G4 Fb 
tes We? — daf2e/m AK 
tig IS Leasing Corporation 


Gp 
8 


ths ie ; 

"/78@/8 International Salt Company 
“18 773 Sones & Laughlin Steel Corporation 
nfs Jonathan Logan Inc. 
W38Q/% Lone Star Gas Company 

078 3 

“ M. Lowensteir % Sons, Inc, 
1f329 

h3 8 Macy Credit Corporation 
m79 Mattel, Inc, 

uf¥Q 

2 8 3/4 May Department Stores Inc, 
4} 8 

uh 8 Ge 
1>8 


| 


| Michigan Bell Telephone Company oe: 
The National Cash Register Company ~~ 
Niégara. Mohawk Power Corporation 
Northern Natural Cas Company 

Northern States Power Compoay 

Penn Central Trénspor tation Company 


Pepsi Cols Equipment Corporation (R)** 
(Guaranteed by Peps.co, Inc.) 


—F Potomc—Elec tric Power- Company 
Public Service Company of lew Hampshire 


é 
8 ? Ralston Purina—Gompany- 
* "8 3/4 Schenley Industries Inc. 
9g Ale 
Joseph E. Seayram & Sons, Inc, 
Tha Signal Cou., Inc. . 


Sperry Rand Financial Corporation 


8 J/gule 
ea /2ie ally 
hysa e/a Sperry Rand Corporation 
J.P. Stevens & Co., Inc. 
Stokely Van Camp, Inc, 
Sunbeam Corporation 
Texas Eastern Tri rsmission Corporation 


a. 
4st 
Trunkline Gas Co, 
United Merchants & Manufacturera, Iac. 


Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 


Jan 
Jan 


—~ Jan 


Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 


— Jan 


Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
‘Jan 
Jan 
Jan 
, Jan 


Jan 


Jan 
Jan 


22 7 
27 
28 


1,000 


/ 42,000 


1,900 


1S 76 200 


28 VV, 
13 /¢ 
27 2 
? 


13 


650 
500 
1,000 
100 


(Wholly owned subsidiary of Investors Diversified Services 


‘ £00 


20 4° 


15 \3 
7:3 
13 4¢ 
1614 
20 1% 
23 11 
27 i2 
29 2\ 
30 ¥ 
8.1 

124 
8 | 

2215 
231° 


1,250 
250 


2 441,000 


134 
16 (3 
29 + 


27 
29.2) 


71,900 
/7 - 00 
000 
%g 
SY Goo 
3 yoo 
2 
6790 
Inc.) 


Ja=26=—=F-100-——_ 


Jan 
Jan 


9 | 
28 ] 


500 
1,000 


Sone 29500 


Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
Jan 
. Jan 
Jan 
Jan 
Jan 
Jan 


6 jl 
lZa¢ 
23 AX 
30 14 
7 23 
13 2X 
2915 
5 24 
74 
144 
27:15 
2997 
202 
12 
isis 
14/4 


27 l- 
6-30 
8zu 
12.8 
22 3g. 


600 
100 
500 
250 
1,000 
1,000 
1,500 
500 
200 
2,100 
2,200 
1,000 
250 
1,000 
4,500 
1,750 


2,000 
1,000 


Jan 28 43% $00 


7¥e 
31F%eo 
30 eeu 
(8ooe 
Hooce 
3% evo 


“£00 


1x 1000 
2x 1000 
1x1000 
2x100 
6x160 1x50 
2x250 
4x250 
1x100 


4x100 
3x100 


. 2x250 


1x100 
3x500 
7x100 
1x500 
2x250 
3x 500 
4x100 
2x100 
3x500 
4x100 
1x250 
1x500 
3x250 
1x250 
1x500 
1x500 12250 
1x500 
1x500 
3x500 
1x500 
1x500 
1x500 
1x250 
2x500 
1x500 
3x500 
1x500 
4x 100 


5x 100 
1x500 
2x500 
1x500 
2x500 
1x%500 
1x500 
1x100 
1x500 
1x250 
2x500 
1x1000 
1x1000 1x506 
1x500 
2x100 


« 3x500 6x100 


4x500 2 100 
1x500 2x250 


" 1%250 


2x500 
9x500 
1x1000 3x250 
2x250 
2x500 2x250 
2x250 12450 
2x250 
4x500 9x100 
2x500 
1x500 
4x500 
2x50 
1x500 


a 


| 
| 
| 
| 
| 
; 
| 


| 
| 
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Universal Leaf Tobacco Company, Inc. 


U.S, Industries Inc, 

Vendo Company 

Vulcan Materials Co, 

Wayne Gossard Corp. 

West Point-Pepperell Inc, 
Western Publishing Co., Inc. 


Zaie Corporation 


TOTAT, JANIARY MATT & © 143.375 


1x500 
1x500 3x100 
2x500 
2x100 
1x500 1x100 
3x100 1x50 
9x500 5Sx100 
1x250 1x100 


‘3x250 3x100 


1x500 
2x500 
2x500 1x100 


WY 8 78 
afiv 9 


“hy 9 


FEBR 
Allegheny Ludlum Steel Corp. 


Amalgamatec Sugar Co, 

Amfac Financial Corporation 
(Guaranteed by Amfac, Inc.) 
Anderson, Clayton & Co., Inc. 
Areata National Corporation 
The Bankers Investrhent Company 
Burroughs Corporation 
Chadbourn Inc. 

Cluecte, Peabody & Co., Inc. 


Crompton-Richmond Co., Inc. Factors 
Dan River Mills, Inc. 


Ex-Cell-0 Corp. 

General Cable Corporation 

Hocrner Waldorf Corporation 

Jones & Laughlin Steel Corporation 
Kayser Roth Corporation 


Jonathan Logan, Inc, 
M. Lowenstein & Sons, Inc. 


NLT Corporation 
National Service Industries Ine. 
Penn Central Transportation Company 


Pepsi Cola Equipment Corporation (R) #* 
(Guaranteed by Pepsico, Inc.) 

Potomic Electric Power Company 
Schenley industries Inc. 


Joseph E. Scagram & Sons Inc, 


Sperry Rand Financial Corporation 
Texas Eastern Transmission Corporation 


United Merchants & Manufacturers Inc, 


U.S. Industries Ine, 

The Vendo Company 
Woodward & Lothrop, Inc. 
Zale Corporation 


TOTAL FEBRUARY MATURITIES - 52,165 


MARCH MATURITIES 
eeeeeeenenneererate ee mg 


Chrysler Corporation Mar 
Hance Corporation 9 Mar 
7 Mar 


TOTAL MARCH MATURITIES « 4,000 


1x500 1x250 
4x250 
2x500 
4x100 


1x590 
3x500 3x100 
2x100 
3x500 4x100 
'*500 1x100 
x250 
-x500 
1x500 
2x500 
5x100 
2x500 
1x500 
1x500 
1x500 
2x250 
3x500 
1x500 
1x500 
1x500 5x100 
1x500 
1x250 
1x500 1x100 
3x500 
1x500 
2x100 Small 
6x500 
2x500 
1x500 5x100 


2x500 
4x500 1x250 
2x500 2x250 
1x500 
2x1000 4x500 ! 
1x115 
3x250 
2x500 1x250 
3x500 
1x500 
3x500 3x100 
6x500 5x100 
$x100 
3x500 2x100 
2x500 
1x500 4x100 


2x100 Small 
1x500 
141x500 3x100 


o$- 
b APRIL MATURITIES _ 
r -uls 
aT Hanes Corporation : Apr 23 


TOTAL APRIL MATURITIES « 


F.N.M.A. ON HAND < jorr ss C/P ON HAND = 22 3, ‘fe 
EXIM ON HAND - '  C/P ENGAGED - Co) 


. z ar 

TOTAL REPOS ~ 134,500 : C/P INVENTORY » 222, 190 
os ‘" -— 
(R) DENOTES RESTRICTION LIST 


(R)** SUBJECT TO SPECIAL RESTRICTION NOT TO BE SHOWN ON ANY PRINTED OFFERINGS, 
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Ex. FF: Manufacturers Hanover Trust Company 
approved list of commercial paper issuers, 


dated 8/69. 


Oy 
rid 


Nw 8s 


spr 
[+> he J 40 tt 
"an aG 
ty faa ti: 


#) 


azkens 


e 


Associates 


Beech Ai 
Beleis 
Bemis Co. 


Bbenericza 


Bethlehnen 
Boise c 
Boxg 
Broc<! 
Brown 


C.N 2h. 
Corer 
Carolina 


J.2. 


Investrent Co. 
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“C.S. ‘Bishep ~ 


Wallinelord 
C.S. Bisheo 
C.B. Moran 
HeGillicuddy 
ReGillicuddy 
C.R. Parker ° 
J.W. Cherry 
C.S.. Bishco 
C.R. Packec 
McGiliicuicy 
McGillicnddy 


“ McGillicuddy 


C.S. Bishop 

McGillicuddy 
MeGillicuday 
McGillicuddy 


‘McGillicuddy 


- McGillicuddy 
/ MeG? Llicndady 
McGillicuddy | 


C.S. Bishop 
MeGillicuddy 
J. Swllivan 
J.Sullivan 
McGillicuddy 
McGillicuddy 
C.S. Bishop 
KicGillicuddy 
J.W. Cherry 
MeCillicuddy 


C.R. Parler 

McGillicuddy 
McGillicuddy 
J.W. Cherry 

McGillicuédy 
McGi.llicuday 
MicGillicudady 
McGillicudcdy 
KeGillicuddy 
McGillicuddy 
‘cGillicuddy 
Kedi. Llicuddy 


NcGillicuddy 
G.R. Moran 

C.K. Paxtiar 
J. Sulliven 
HeGi.LLicuddy 
Coons 
C.S. Vishey 


2/6 *) 


Goldman” 
Galdven 
Lehiaan 
GIlera2-z 
Direct 
Dicect 


.' Goldwen 
Goldman 
Lennen 
Letman . 
Goldnan 


Goldman 
Goldman 
Becker 
Goldwan 
Direct 


Goldinan 
Gol¢inan 
Goldman 
Goldman 
Goldman 
' Backes 
Becker 
Becker 
Goldman 
Pecker 
Lehman 
Becker 
Goldman 


Direct 
Becker 
Becker 
Lehiwen 
Golémen 
Lahnan 
Goldcinan 
Goldman 
Direct 
Becker 
Col auan 
Becker 


Bavkar 
Coldmwan 
Bonvton 
- Direct 
Ist Boston 
Goldman 


I Di dt ont bet a 


coumeckionk: Licht & Power fo. 


- Consolidated Fosis Coxp. 
Consolidated risishtuways 


Container Cornoxation of Rmer. 


Continental Can Co., Ine. 
Continental Oil Co. 
Cazcitthril: Finance Corp. 
Croiipton Company, Ine. 
Creorpton-Ricnmond Go., Inc. 
©sum Cork & Seal Co., Ine. 
Crowm Finencial Corp. 
Curtiss-Wright Corp. 


Dan River Mills, Inc. 
Dayton Power & Lich 
Jonn Deer Credit 

Del ?icnte Corp. 
.Detroit Edison te. 
‘Diamord Shemrock Corp. 
Diebold Incorperated 
Diners Club Inc. 

Dow Chemical 


¢c 
£ 


El Paso Electric Co. 

El Paso Natural Gas Co. 
’ 

Family Finance 

Fecerated Eossertsoant Stoces 

Fedc2ral-vogul Corp. 

Floric 

Fide of Phila. 

First Pennsylvania Corp. 

‘Ford iiotor Credit Corp. 

Forercst ifcXesson Inc. 

Frvehant Coro. - 

Fruehauf Finance Co. 


G.A.F. Corp. 
Gemble~-Skesmo 
Georgia Inter'l. Finance Co. 
General Accentance Corn. 
Peeveic Corp. 
Ceble Corp. 
Dynamics 


Electric Credit Corp. 


Finance Corn. 


. Motors Acceptance Corp. 
Public Utilities Corp. 


General Tire & Rubber 
Ceznesco, Ine. 

B.F. Goodisici Co. 

Gocévcar Tire & Ruiber Co. 
WY. Grant 

Covercueni. Fuployoas Corp. 
Govesrrent Employers Financi 
Grend {isa Co. 

Gecoyiiound Corn, 


al Corp 
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I 
xr 
x 
x 
x 
x 
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CALECORY 


o 


lida 
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A/C _CFPICER 


Wallingtord 
NeGillicuddy 
HeGillicuddy 
McGillicuddy 
C.R. Parker 
G.B. Moran 
NeGillicucdy 
G.B. Moran 
G.B. Horan 


Jonn Sullivan 


J. Sullivan 
J. Sillivan 


J.W. Cherxy 


" MeGillicudady 


McGillicuddy 
McGillicuddy 
McGillicuddy 


_McGillicuddy 


McGillicuddy 
G.B.: Moran 


_McGillicuady 


- MeGillicuday 


C.S. Bishop 
a. eet von 
McGillicucdy 
McGillicuddy 
J.W. Cherry 
J. Sullivan 
J. Sullivan 
McGillicuddy 
McGillicuddy 
McGillicudday 
McGillicuddy 


G.B. Moran 
McGillicuddy 
‘J.W. Cherry 
J. Sullivan 
McGillicuddy 
G.B. Moran 
G.B. Moran 
C.R. Parker 
McGillicuddy 
G.B. Moran 
C.S. Bishop 
McGi.llicuddy 
G.B. Moran 
HeGillicuddy 
HieGillicuddy 
G.B. Moran 


John Sullivan 


J. Sullivan 
J. Sullivan 


 MeGillicuddy 


. Becker 


: rg = : ae F 


DEALER 


Lehman 
Bock.& Lehn. 


‘ 


i 


Golcnan 
Golduan 
Gol Anan 
Beeker 
Goldman 
Goldman 
Becker 
Goldman 
Goldman 


Goldman 
Becker 
Goldman 
Goldmen 
Lehman 
Betker 
Goldman 
eoldman 
Goldman 


Salomon 
Salomon - 


Pah ey ae ee 
WOM Ate , 


Becker 


Becker 

1st Boston 
ist Raston 
Direct 
GSoldinan 
Goldman 
Goldman 


Goldnan 
Becker 

Goldinan 
Becker 

Goldman 
Goldman 
Goldman 
Direct 

Becker 

Dixect 

Coj.dman 
Goldman 
Goldman 
Coléman 
Goldman 
Direct 

Goldman 
Goldinan 
Goldwan 
Saloron 


cinnel Cors. 


uli & Nestsin Frdustries 
LE Siotes Utilities Co. 
£ Oil 

Halinea~ 


x Carés, Inc. 
3 


az 
Morcrora National Bancorp. 


i 
Walter BE. Feller ¢ Co., INc. 
Hercules Inc. : 

Boneywell, Inc. 

Bous2hold Finance Co. 


I.D.S. Leasing Co. 

Intexmational Silver Co. 

. Zowa Illinois: Gas. & Electric 
Incustrial Credit Co. 

Towa Power & Light 

iInte=co inc. 

Interstate Securities : 
“Inteormational farvester Cr. Corp. 
Iselin Jefferson Finance Corp. 


Jevel Co. 
Jones & Laughlin Steel Corp. 


Zayser-Zochn Corp. 
$.S. Xressge 
Xroeger Co. 


Libby, icNeil & Libby 
Liberty Loan 
Ligsett & Myers Tobacco 


Fack Financial 
Manhattan Industires 


Co., inc. 
and Bank Inc. 

S Electric Co. 
Co. 


mH130) Ve ¢ 
. fo A 
oct tu 


CC 


Heivilie Shoe Corp. 

Midland Grardian 

Monzgosary “Yard Coro. : 
So..S=y Nard Crodit Corp. 
Pailin iorris 


om oe ee 
sawn 


Ca oe! et om 


ery Co. 
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AE G2VLCER 
Wallingford 
G.B. Horan 

NeGillicuddy 
HcGillicuddy 


G.B. Moran 
Wallingford 
McGillicuddy 
McGillicuddy 
J. Sullivan 


~McGillicuddy 


McGillicuddy 


MceGillicuddy 
Wallinadford 
McGillicuddy 
McGillicuddy 
McGillicuddy 
McGillicuddy 
McGillicuddy 
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Ex. PQ: Goldman, Sachs’ “sales bill” for sale of 
$500,000 face amount Penn Central 
Transportation Company commercial 
paper on March 16, 1970. 
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Ex. PW: Goldman, Sachs & Co. gross commissions 
from Penn Central and affiliated companies 
during 1969-1970, on a quarterly basis. 


GOLDMAN, SACHS & CO. 
Gross Commissions from Penn Central and Affiliated Companies 


eis During 1968-1970; on a Quarterly Basis 


Penn Central Company Penn R.R. Trustees 
{Penn Central Trans- Plan for Buckeye of Penn 
portation Company Supplemental Pipe Central 
after October 1, 1969 Pensions Line Co. Thrift Plan 


lst Qtr. 
2nd Qtr. 


3rd Qtr. = 


4th Qtr. 16,756 16,756 


17,456 


1969 

lst Qtr. 

2nd Qtr. - 
3rd Qtr. 12,116 
4th Qtr. 13,181 


1970 

lst Qtr. 9,241 
2nd Qtr. 12,004 
3rd Qtr. = 5,514 


4th Qtr. ],050 
1970 
Total 27,809 


. PX: Gross revenue from Penn Central and 
affiliated companies received by the 
Syndicate Department during 1969-197". 


Gross Revenue From Penn Central and 
Affiliated Companies Received by 


Syndicate Department during 1968-1970 


February 15, 1970 - $45,000,000 - Wabash Railroad Co. - 
71 3/4% '77 Loss — $15,183.95 


June 26, 1969 - $30,000,000 - Canadian Pacific Railway - 
8 1/4% '84 Profit - $2,594.44 


December 16, 1969 - $50,000,000 - Pennsylvania Company - 
St — ‘94 Profit - $9,690.85 


February 20, 1968 - $20,025,000 - Canadian Pacific 
Railway - 6.90% ‘83 Profit -— $2,207.66 


TOTAL: Loss of $69] 


C. EXTRACTS FROM THE DEPOSITION OF 
DAVID C. BEVAN 


Pages 51-52 
Pages 56-59 
Pages 116-21 
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Extract From Deposition 
of David C. Bevan 


Pages 51-52 


You have indicated Mr. Bevan, that you have spent a 
considerable amount of time in the commercial banking 


field. Did you -- 


Not too long, no. I was only in the commercial 
banking field per se, as such, ten months, a little 
less than ten months. From the time I went back to 
Provident until I left The Provident, I was in the 
commercial banking end. 

I dealt with commercial bankers all the time, but 


I was not one myself but ten months. 


Are you familiar with the expressions "back-up 


lines" and "demand lines"? 


No. I think these terms are misnomers. The inten- 
tion is all right, but you have -- you can have a line 
of credit which says everything else being equal, when 


you come in, we will lend you up to so much, but if you 


have a confirmed line -- I think we paid a quarter of 


One per cent for it -- this means when we want the money, 


there is a contract to give it to us. 
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We had the same type of situation in the revolving 
credit, and that was a contract to give us up to three 
hundred million anytime we asked for it. 

I say "anytime". In one case I think we could have 
it in twenty-four hours or forty-eight hours. I think 
the longest was some hours to exercise that privilege. 

There is a distinct difference between a revolving 
credit, such as we had, and a confirmed line of credit 
and just a line of credit. 

And I never have heard the term "demand line of 
credit". I think technically it's a misnomer. I think 


they méan a confirmed line, but I can't tell, 


Extract From Deposition 
of David C. Bevan 


Pages 56-59 


Now, Mr. Bevan, do you recall when for the first time 
in the period January, February, March, or April you be- 
came aware of the results of operations for the first 


quarter of 1970 for the railroad? 


I can't tell you the exact day. I can tell you ap- 
proximately. That would Pe I think it was about April 
20th. 

I think the statement was issued around the 22nd. I 
think it was about April 20th. 

I know that I was completely stunned, and I remember 
Mr. Saunders looking at my face and Saying, “Is this 
going to affect The Pennsylvania Company offering?" 

And I said, "I'm so stunned and shocked, I am not in 
a position to evaluate anything until I get over the 
shock." 

That was the preliminary statement, which I think was 
on the 20th, which was firmed up and immediately issued 


to the public. 


Do you recall whether, prior to that date, you had 


any indication of the quarter's results? 
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Well, let me say this: We probably had the worst 


weather -- at least, the operating people say it, and I 


have no statistics from which to speak -- in February 

and January in the history of the railroad, aad the yards 
were tied up for days at a time. Our expenses went up, 
and our revenue went down. 

But we -- so we -- we knew we had a tough time there, 
but the operating people said we were going to show a lot 
of increased efficiency in March, and the sales people 
were very optimistic. 

They said, "There is an awful lot of business backed 
up that didn't move in January and February because of the 
weather." 

Both the operating and the sales people indicated 
that we were going to have a very good March, a véry good 
March, 

And I, my Own guess was, mentally and I think I -- 

I think I indicated it to all of the commercial bankers, 
the investment bankers, and Goldman, Sachs -- that I 
thought our loss was going to be a little larger than 
the first quarter than we had budgeted. I was thinking 
in terms of -- I didn't tell them this -- in terms of 
Maybe five -- to seven million, but I didn't think it 


was Catastrophic. But this was based upon information 
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I got from our people as to the kind of March we would 


have, which didn't materialize. 


You mentioned the investment bankers. Could you 


explain of whom you spoke? 


The investment bankers were the Managers of the 
proposed Pennsylvania Company issue, which were First 


Boston, Salomon Brothers, and Glore Forgan. 


MR. POLLACK: How much of a loss did you say you 
anticipated? 

THE WITNESS: Five to seven over the budgeted loss 
is what I thought we would probably end up with. 

MR. POLLACK: In other words, not just a loss of 
five- to seven million dollars? 

THE WITNESS: No. We had a budgeted loss of forty- 
nine million, and I figured it would come out fifty- 
four to fifty-six. It was just a guess, based upon 
the optimistic thoughts of our operating and sales 


people. 


MR. POLLACK: Thank you. 


Extract From Deposition 
of David C. Bevan 


Pages 116-21 


You testified this morning on dicect examination 
regarding a discussion of certain possible cash sources 
at. a meeting on April 14th. 

The first of those possible cash sources that you 
mentioned, I believe, was property at Thirtieth Street. 


Did you ever sell the property at Thirtieth Street? 


No, It is still at the railroad. 
At the time I left, I had asked some interested 
parties to look at it, and whether the railroad failed 


to follow up on it after that I don't know. 


Did you ever have a contract to sell the property 


at Thirtieth Street? 


That was the first time we ever tried to sell it 
because we had developed plans to -- we had plans made 
by Kling and Dowling, and our intention was to develop 
it ourselves as being a more profitable way to handle 


it. 


The second possible source of cash you mentioned, 


I believe, was the flat land in Pittsburgh. 


Did you ever sell that property? 


This piece of property was being looked at by the 
same people when I left, and that is the only time -- 
here, again, we had developed plans that we intended to 


develop it ourselves. 


So, to the best of your recollection, that specific 


property was not sold. Is that correct? 
MR. MANEY: Objection to form. 


To tne best of my knowledge, it was not sold. 


Again, I assume I would have seen it in the newspapers. 


MR. POLLACK: ~ 


Did you ever have any contract to sell the property? 


I said the first time we attempted to sell it, I was 


in the process of it when the management of the railroad -- 


The third property you mentioned as a possible source 
of cash was the land in Cleveland. 


Did you ever sell that property? 


I didn't sell it. It has been looked at by the same 
people -- was being looked at by them when I left the rail- 


road. It very well could have been sold later. I don't 
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know. Something as important as the Pittsburgh or 
Philadelphia land I would have seen in the newspaper. 


Cleveland could have been done and I might have missed 


it. I just don't know. 


In any event, you know of no sale? 


No. But this was the first time I tried to sell st, 
when these people were looking at it, when I left the 


railroad, 


Can you identify the people with whom you say you 


were discussing the possible sale when you left? 
The Kaiser interests. 
Who in the Kaiser interests? 


* 
Trefethen| ] 
I think it was Edgar Kaiser and Gene -- I can't 


think of his last name now -- I will think of it -- he 


is practically Edgar Kaiser's alter ego. 
Did they make an offer to any of these properties? 
They were in the process of inspecting them when I 


left, so we had not gotten that far. 


[* handwritten in original] 
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The fourth property you mentioned as a potential 
source of cash was the Great Southwest stock of approxi- 
mately one billion dollars or scmewhat less. 


Did you ever sell the Great Southwest stock? 
No. We didn't have time to turn around. 


The fifth property that you mentioned as a possible 
source of cash was the disposition of Arvida. Did you 


ever sell Arvida? 


Never tried to. 


Another possible source of cash was a divestation 


of Buckeye. Did you ever sell Buckeye? 


Never tried to. 


The seventh and the last of the properties you men- 
tioned as a possible source of cash was Madison Square 


Garden. Did you ever sell Madison Square Garden? 


MR. MANEY: I object to the form of the question. 


I never tried to. The trustees had a sale -- after 
my leaving, the trustees sold it, and for some reason 
unknown to me the Judge turned it down. I don't know if 


he wasn't satisfied with the price or what. 
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MR. GERMAN: Objection. You neglected the Columbus 


yards and possibly others. 


Columbus was later sold, at least some of our real 


estate in Columbus was sold, by the trustees. 


MR. POLLACK: To the best of my recollection, the 


witness mentioned only seven. 


MR. GERMAN: No. He mentioned Columbus, and there 


may have been others. 


I also mentioned Detroit, too, and I mentioned 


Columbus. 


BY MR. POLLACK: 
Tell us 


Detroit? 


I can't 


Has the 


I don't 


about Detroit. What was the property in 


recall now. I can't tell you at this point. 


property been sold? 


“=~ I don't know. It could have been sold. 


I just don't know. 


D. STIPULATED FACTS 
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XII 


Stipulated Facts 


The parties agree, for purposes of this action only 
and without conceding any objection as to relevancy, that the 
foliowing facts may be accepted as true for the period encom- 
passed by the complaint: 

1. The plaintiff, Franklin Savings Bank of New 
York, is a mutual savings bank organized and existing under 
the Banking Law of the State of New York, with its principal 
place of business at Zighth Avenue and 42nd Street, New York, 
New York. 

2. The defendant Goldman, Sachs & Co. if a part- 
nership organized and existing under the laws of the State 
of New York with a principal place of business at 55 Broad 
Street, New York, New York. The individual defendants 
[Gustave L. Levy, Fowler, Hemphill, Schrader, Miller, 
Weinberg, Whitehead, Saltzman, Young, Altschul, Grannon, 
Robertson, Tenenbaum, Danforth, Fay, Krimendanl, Doty, Gant, 
Gorter, Hager, Kaufman, Marcus, Stein, Weintz, Robect M. 
Menscnel, Mnuchin, Weinberg, Weston, Wilson, Peter A. Levy, 


Melly, Walker, Boyer, Coles, Jamison, Richard L. Menschel and 


Traphagen] are general partnzrs of Goldman, Sachs & Co. 
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3. Goldman, Sachs & Co. is engaged in the busi- 
ness of investment banking, underwriting and dealing in 
securities. Goldman, Sachs & Co. is registered with the 
Securities and Exchange Commission as a broker-dealer and 
is a member of the New York Stock Exchange, other national 
securities exchanges and the National Association of Secu- 
rities Dealers, Inc. 

4. Penn Central Transportation Company ("Penn 
Central") is a Pennsylvania corporation which owns and 
operates the Penn Central railroad system. The principal 
office of Penn Central is in Philadelphia, and the corpo- 
ration also maintains an office in New York city. 

5. Penn Central began issuing unsecured promis- 
sory notes ("commercial paper") in the summer of 1968 and 
continued to issue commercial paper until some time in 1970. 

6. Goldman, Sachs & Co. was the exclusive dealer 
of Penn Central commercial paper. 

7. %In most instances, Goldman, Sachs & Co. bought 
and sold Penn Central commercial paper as principal. 

8. On March 16, 1970, Goldman, Sachs sold Franklin, 
for a net price of $487,958.33, Penn Central commercial paper 
with a face value of $500,000 and a Maturity date of June 26, 


1970. 
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9. On June 21, 1970 Penn Central filed a petition 
under § 77 of the Bankruptcy Act (11 U.S.C. § 205) in the 
United States District Court for the Eastern District of 
Pennsylvania. Penn Central is still in reorganization. 

10. The aforementioned Penn Central commercial 
paper sold by Goldman, Sachs & Co. to the plaintiff was not 
paid by Penn Central at maturity and has not been redeemed 
in whole or in part. 

il. On June 21, 1970, the date of the filing of 
the petition for reorganization, Goldman, Sezhs & Co. did 
not own any Penn Central commercial paper and had no Penn 


Central commercial paper in its inventory. 


12. During the period 1968-1970, Gustave L. Levy 


was the senior partner of Goldman, Sachs & Co. and the prin- 
cipal contact for Goldman, Sachs & Co, with David “ Bevan 
of Penn Central. 

13. During the period of 1968-1970, John L. Weinbe -g 
waS a pertner of Goldman, Sachs & Co., and the member of the 
Management Committee responsible for overseeing the activities 
of the Commercial Paper Department. 

14. During the period 1968-1970, Robert G. Wilson 
waS a partner of Goldman, Sachs & Co. and was head of the 


Commercial Paper Department. 
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15. During the period 1968-1970, Jack A, Vogel was 
a vice president of Goldman, Sachs & Co. and was head of the 
Credit Department of the Commercial Paper Department. 

16. During the period 1968-1970, the Credit Depart- 
ment consisted of four credit analysts and various backup 
personnel; the credit analyst assigned to the Penn Central 
account in 1968-1969 was Michael L. Evans, and the credit 
analyst assigned to the Penn Central account in 1970 was 
Robert L. Hoffman. 

17. During the period 1968-1970, Stuart T. Saunders 
was Chairman of the Board and chief executive officer of Penn 
Central. 

18. During the period 1968-1970, David C. Bevan was 
Chairman of the Finance Committee of the Board of Directors 
and the chief financial officer of Penn Central. 

19. Commencing in September 1969, and through 1970, 
Jonathan O'Herron was Vice President-Finance of Penn Central. 

20. During the period 1968-1970, Robert Loder was 
Assistant Vice President-Corporate of Penn Central and during 
1968 and 1969 was in charge of the commercial paper program 
under Bevan and Gerstnecker, another Penn Central financial 
officer, 

21. Raymond Cc. Lepley was Assistant Treasurer of 


Penn Central and, commencing in November, 1969 succeeded to 
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the responsibilities of Loder in regard to the commercial 
paper program. 

22. The results of operation of Penn Central for 
the first nine months of 1969 were announced on October 20, 
1969, and reported in the press on October 21, 1969. 

23. The results of operation of Penn Central for 
the year 1969 were announced on February 4, 1970 and re- 
ported in the press on February 5, 1970. 

24. Penn Central did not have more than 50% bank 
line coverage for its commercial paper at any time after 
November, 1969. 

25. In March 1969, Penn Central filed an applica- 
tion with the ICC to increase its commercial paper outstand- 
ing from $100 to $150 million. 

26. In September 1969, Penn Central filed an ap- 
plication with the ICC to increase its commercial paper out- 
standing from $150 to $200 million. 

27. Goldman, Sachs & Co. gave Penn Central an opin- 
ion for use before the ICC in connection with the March 1969 


application to the ICC. 


OPINION OF THE COURT AND 
POST-OPINION DEVELOPMENTS 


A. Opinion of Honorable Charles M. Metzner, 
406 F. Supp. 40 (S.D.N.Y. 1975) 


aa 


406 FEDERAL 


The FRANKLIN SAVINGS BANK IN 
the CITY OF NEW YORK, Plaintiff, 


v. 


Gustave L. LEVY et al., Defendants. 
No. 71 Civ. 882 (CMM). 


United States District Court, 
S. D. New York. 


Dec. 24, 1975. 


Action was brought by purchaser of 
promissory note against dealer in com- 
mercial paper for alleged violations of 
federal securities laws. The District 
Court, Metzner, J., held that commercial 
paper dealer, which purchased notes of 
issuer for resale as principal, had duty to 
inform purchaser of note of certain un- 
reported facts pertaining to deteriorat- 
ing credit position of issues including 
dealer’s lightening of load and reduction 
of exposure, and, for selling note with- 
out disclosure and for statement of ma- 
terial fact arising out of understanding 
as to basis of sale, dealer was liable to 
purchaser under antifraud provision of 
Securities Exchange Act of 1934 and un- 
der provision of Securities Act of 1933 
imposing liability pon a seller. 

Judgment for plaintiff. 


1. Courts @=289(6) 

Intrastate telephone calls by com- 
mercial paper dealer which directly in- 
volved the sale of note were insufficient 
for jurisdiction under Securities Act of 
1983, but were sufficient under the Secu- 
rities Exchange Act of 1934. Securities 
Act or 1938, §§ 12(2), 17(a), 15 U.S.C.A. 
§§ 771(2), T7q(a); Securities Exchange 
Act of 1934, § 10(b), 15 U.S.C.A. § 78j(b). 


SUPPLEMENT 


2. Courta %289(6) 

Either the mailing by commercial 
paper dealer of confirmation slip to pur 
chaser of note or the mailing by purchas- 
er’s agent of advice concerning transac- 
tion provided jurisdictional basis for 
remedy provided by section of Securities 
Act of 1933 pertaining to liability of sell- 
er of a security under certain conditions. 
Securities Act of 1933, § 122), 15 U.S. 
C.A. § 77/(2). 


3. Securities Regulation ¢=42 

Under circumstances, including, in- 
ter alia, the deteriorating credit position 
of issuer, promissory, note purchased 
from commercial paper deale? was not 
prime commercial paper at time of pur- 
chase and thus was not exempt from 
antifraud provisions of Securities Ex- 
change Act of 1934. Securities Ex- 
change Act of 1934, §§ 3(aX10), 10(b), 15 
U.S.C.A. §§ 78c(a}{10), 78j(b). 


4. Securities Regulation ©>61, 104, 118 

Commercial paper dealer, which pur- 
chased notes of issuer for resale as prin- 
cipal, had duty to inform purchaser of 
note of certain unreported facts pertain- 
ing to deteriorating credit position of is- 
suer including dealer’s lightening of loed 
and reduction of exposure, and, for sell- 
ing note without disclosure and for 
statement of material fact arising out of 
understanding as to basis of sale, dealer 
was liable to purchaser under antifraud 
provision of Securities Exchange Act of 
1934 and under provision of Securities 
Act of 1933 imposing liability upon a 
seller. Securities Act of 1938, §§ 42(2), 
17(a), 15 U.S.C.A. §§ 7712), T7q(a); Se- 
curities Exchange Act of 1934, § 10{b), 15 
U.S.C.A. § 78j(b). 


5. Securities Regulation <>61 

Under circumstances of deteriorat- 
ing credit position of issuer and reduc- 
tion of risk by commercial paper dealer, 
dealer was required either to disclose in- 
formation to investing public or, if it 
was disabled from disclosing in order to 
protect a corporate confidence, or if it 
chose not to do so, it was required to 
abstain from trading in or recommend- 
ing the securities concerned. 
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6. Securities Regulation ¢=119 

There need be no reliance by plain- 
tiff in order to sustain recovery for non- 
disclosure under antifraud provision of 
Securities Exchange Act of 1934. Secu- 
rities Exchange Act of 1934, § 10(b), 15 
U.S.C.A. § 78j(b). 


Thacher, Proffitt & Wood, New York 
City, for piaintif?; Kobert S. Stitt, 
George W. Taliaferro, Jr., New York 
City, of counsel. 

Sullivan & Cromwell, New York City, 
for defendants; William Piel, Jr., Mi- 
chael M. Maney, Philip L. Graham, Jr., 
Charles E. Dorkey III, New York City, 
of counsel. 


METZNER, District Judge: 

Franhiin Savings Bank (Franklin) filed 
this action against the general partners 
of Goldman, Sachs & Company (Gold- 
man, Sachs), alleging violations of Sec- 
tions 12(2) and 17(a) of the Securities 
Act of 1933, 15 U.S.C. §§ 771(2), 779q(a), 
Section 10(b) of the Securities Exchange 
Act of 1934, 15 U.S.C. § 78j(b), the New 
York Martin Act, N.Y. General Business 
Law § 352-c, and the common law. 


Goldman, Sachs is engaged in the busi- 
ness of investment banking, underwrit- 
ing and dealing in securities. It ‘ys 
achieved a reputation as one of the i ad- 
ers in this field. One of the ares of its 
activity is as a dealer in commercial pa- 
per. As used here, commercial paper is 
the unsecured promissory notes of well- 
known large financial or industrial cor- 
porations, with a maturity of less than 
270 days. Goldman, Sachs held itself out 
as the oldest and leading commercial pa- 
per dealer in the country. It was the 
exclusive dealer for the sale of Penn 
Central Transportation Company (PCTC) 
commercial paper, as well as for 225 oth- 
€r corporations. As a dealer, it pur- 
chased the notes of an iss ier for resale 
as principal, and held the notes in inven- 


tory just as a retailer holds stock-in- 
trade in inventory. 


In 1968, the State of New York enact- 
ed a statute (N.Y. Banking Law 
§ 235(12-a) (McKinney 1971)), which al- 
lowed savings banks to invest in com- 
mercial paper. The purpose of the stat- 
ute was to widen the investment oppor- 
tunities available to these banks to in- 
clude low risk and higher interest-paying 
securities. In order to qualify for pur- 
chase by the bank, the paper first had to 
receive a prime (“the highest”) rating 
from an independent rating service des- 
ignated by the state banking board. 
The National Credit Office, a subsidiary 
of Dun & Bradstreet, Inc., was so desig- 
nated. 


Immediately after the adoption of this 
law, Goldman, Sachs wrote to the plain- 
tiff requesting the opportunity to make 
a presentation of the services it could 
render in.the purchase of commercial pa- 
per. Subsequently, purchases of such 
paper, issued by various companies, were 
made by Franklin from Goldman, Sachs. 

On March 16, 1970, Harry H. Bock, 
plaintiff’s president, calied Goldman, 
Sachs and said that he was interested in 
buying 90-day commercial paper totall- 
ing $1,500,000. Goldman, Sachs offered 
a $1,000,000 note of the Thomas J. Lip- 
ton Company, and a $500,000 note of 
PCTC. Plaintiff bought both notes. 


I should point out here thet the Penn 
Central Company is a holding company 
whose stock was publicly owned. Penn 
Central owned all the stock of PCTC. 

The PCTC note matured on June 26, 
1970, but unfortunately, on June 21, 
1970, the Penn Central System of compa- 
nies, which included PCTC, filed for re- 
organization under the Bankruptcy Act. 
The note was duly tendered but payment 
was never received. Hence this lawsuit 
for damages and rescission of the sale. 

The issues were developed during a 
nine-day trial to the court without a 
jury. Defendants challenge both the 
jurisdiction of the court and the merits 
of plaintiff’s claim. 


42 


1. Jurisdictional Basis under Section 
1X2) of the 1933 Act 


Section 12(2) provides for the liability 
of the seller of a security under certain 
conditions provided that the security was 
offered or sold “by the use of any 
means or instruments of transportation 
or communication in interstate commerce 
or of the mails a 

Goldman, Sachs contends that there 
was no use of an interstate instrumen- 
tality or the mails sufficient to give jur- 
isdiction under the 1933 Act. 


The interstate telephone calls proved 
by plaintiff relate solely to the purchase 
of the note by Goldman, Sachs, as a prin- 
cipal, from PCTC, or to setting general 
sales policy. They do not involve a use 
of interstate facilities in connection with 
the sale by defendants, as principal, to 
this plaintiff. III L. Loss, Securities 
Regulation, ch. 11C at 1708 (2d ed. 1961). 


{1] The only telephone calls directly 
involved with the sale of this note were 
intrastate calis. These are insufficient 
for jurisdiction under the 1983 Act al- 
though sufficient under the Securities 
Exchange Act of 1934. United States v. 
De Sapio, 299 F.Supp. 486 (S.D.N.Y. 
1969). See Myzel v. Fields, 366 F.2d 718 
(8th Cir. 1967), cert. denied, 390 U.S. 951, 
88 S.Ct. 1043, 19 L.Ed.2d 1143 (1968). 


The sale in this case consisted primari- 
ly of delivery of the note and receipt of 
payment. Admittedly, neither of these 
acts was accomplished by the use of the 
mails. Plaintiff, after placing the pur- 
chase order, directed its agent hank, 
Savings Bank Trust Company, to furnish 
funds to Chemical Bank to pay for the 
purchase. The note was to be held by 
Chemical solely as a depository. Defend- 
ants hand-delivered the note with « con- 
firmation slip attached to Chemical 
against payment in federal funds. The 
use of federal funds is in effect payment 
in cash. However, this does not end the 
inquiry since use of the mails [fee the 
time of the primary acts may st{ll affect 
the transaction in order to bring Section 
12(2) into operation. ! 
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Plaintiff relies mainly on the mailing 
of a confirmation slip by defendants to 
plaintiff after completion of the transac- 
tion. United States v. Cashin, 281 F.2d 
669 (2d Cir. 1968). Defendants seek to 
distinguish Cashin by relying on the fact 
that the usual form of confirmation slip 
or “sales bill” was attached to the note 
when it was delivered to Chemical Bank, 
and thus the mailing was superfluous. 
That slip contained the discount date, 
the name of the purchaser, the face 
amount of the note, the discount rate 
and amount, the maturity date of the 
note, the net discounted price, and deliv- 
ery instructions. All of this is important 
information since the note only revealed 
its face value and maturity date. The 
slip was a necessary document not only 
for the internal records of Franklin, but 
for the auditors of the New York State 
Banking Department. 


[2] Assuming that the sales slip was 
a confirmation slip, it is effective for its 
intended purpose only if it reaches the 
purchaser. Delivery to Chemical Bank 
as custodian of the note did not achieve 
this goal. The information still had to 
reach plaintiff, and that occurred here 
when Savings Bank Trust Company 
mailed the advice to Franklin. Such use 
of the mails was reasonably foreseeable 
by defendants. United States v. Wolf- 
son, 405 F.2d 779 (2d Cir. 1968), cert. 
denied, 394 U.S. 946, 89 S.Ct. 1275, 22 
L.Ed.2d 479 (1969); III Loss, supra, ch. 
9F at 1521-28, and VI Loss, supra, ch. 
9F at 3744-51. Thus, either the mailing 
by Savings Bank Trust Company or the 
mailing by Goldman, Sachs provides the 
jurisdictional base for the remedy pro- 
vided by Section 12(2). 


2. Jurisdictional Basis under Section 


10(b) of the 1934 Act 


The applicability of the anti-fraud pro- 
visions of Section 10(b) of the 1934 Act 
depends on whether this note is a securi- 
ty. Section 3(a)10) of that Act states in 
pertinent part: 

“(10) The term ‘security’ means any 
note but shall not include 
any note which 
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has a maturity at the time of issuance 

of not exceeding nine months, exclu- 

sive of days of grace, or any renewal 

thereof the maturity of which is like- 

wise limited.” (Emphasis added.) 

The note in question matured in less 
than nine months, but that does not end 
the matter. There is still the question of 
whether the note is of a certain type of 
commercial paper. Zeller v. Bogue Elec- 
tric Manufacturing Corporation, 476 F.2d 
795 (2d Cir.), cert. denied, 414 U.S. 908, 
94 S.Ct. 217, 38 LEd2d 146 (1973); 
Sanders v. John Nuveen & Company, 463 
F.2d 1075 (7th Cir.), cert. denied, 409 
U.S. 1009, 93 S.Ct. 443, 34 L.Ed.2d 302 
(1972). In Zeller the court agreed with 
the decision in Sanders that despite the 
wording of the exemption, a promissory 
note with a maturity of less than nine 
months may still be a security under the 
1934 Act “unless the note fits the gener- 
al notion of ‘commercial paper’ reflected 
in the SEC Release.” Zeller, 476 F.2d at 
800 


The Release referred to in Zeller is 
33-4412, 17 C.F.R. § 231.4412. That Re- 
lease, which dealt with the exemption of 
a security from the registration require- 
ments of the 1933 Act, stated: 

“The legislative history of the Act 
makes clear that section 3(a)(3) [of the 
1933 Act] applies only to prime quality 
negotiable commercial paper of a type 
not ordinarily purchased by the gener- 
al public, that is, paper issued to facili- 
tate well recognized types of current 
operational business requirements and 
of a type eligible for discounting by 
Federal Reserve banks.” 26 Fed.Reg. 
9159 (Sept. 29, 1961). 

Zeller holds that there is no doubt that 
the SEC would take the same view with 
respect to the exclusion provided in Sec- 
tion 8(a)10) of the 1984 Act. 

The record shows that these notes 
were issued usually in amounts of at 
feast $500,000, with many over the mii- 
lion dollar mark. The record further 
shows that the purchasers, except in one 
or two instances, appear to be banks or 
large corporations seeking short-term in- 
vestment for excess cash. Neither type 


of purchaser fits the definition of “gen- 
eral public” as used in the SEC Release, 
u. .n the legislative history referred to 
in that Release. For example, the Sen- 
ate Report states: 


“It is not intended under the bill to 
require the registration of short-term 
commercial paper which, as is the usu- 
al practice, is made to mature in a few 
months and ordinarily is not adver- 
tised for sale to the general public.” 
S.Rep.No.47 on S. 875, 73d Cong. Ist 
Sess. (1933) at 4. 

Franklin urges that since PCTC notes 
were admittedly being “rolled over,” 
that is, sold to cover maturities coming 
due, they were not being issued to facili- 
tate current operational business require- 
ments. However, in Release 83-4412, 
the SEC’s position is clear that such “roll 
over” notes are exempt if the original 
indebtedness is exempt under Section 
3(a)(3). Accordingly, the mere fact of 
roll over, where there is no provision in 
the note that it be automatic, does not 
remove the exemption. 


As to the requirement that the note be 
of a type eligible for discount by the 
Federal Reserve banks, 12 C.F.R. § 201.- 
4(a) adopts the current transactions stan- 
dard. That standard is met so long as 
the initial use of the proceeds was for 
proper purposes. Plaintiff has failed to 
show that the original use of the PCTC 
commercial paper was not for the cur- 
rent operating purposes required by the 
SEC test. 

However, the fact that the notes, 
when originally issued, were prime quali- 
ty and thus initially exempt, does not 
mean that the “roll overs” were prime at 
the time of issuance. Intervening events 
may change the picture. 

When evaluating the quality of this 
commercial paper, it must be borne in 
mind that we are looking at the transac- 
tion as of March 16, 1970, and not the 
date of reorganization 3% months later. 
The court is not justified in making the 
assumption that simply because reorga- 
nization occurred in the middle of June, 
this commercial paper was not properly 


44 


sold as prime by Goldman, Sachs in 
March. 

Goldman, Sachs relies on the prime 
rating given this paper by the National 
Credit Office in the exercise of its statu- 
tory function. The only trouble with 
Goldman, Sachs’ position is that the rat- 
ing organization appears to have contin- 
ued the prime rating on February 5 in 
reliance on defendants’ decision to con- 
tinue to sell this paper despite adverse 
news as to the financial condition of 
Penn Central. Franklin could only buy 
notes rated high by NCO, but such rat- 
ing does not absolve Goldman, Sachs of 
its duty of disclosure. The question is 
whether Goldman, Sachs’ decision under 
all the circumstances was proper in view 
of the protections afforded investors by 
the securities laws. : 

Defendants also rely on the Interstate 
Commerce Commission’s report, after a 
full investigation, approving the increase 
from $150 million to $200 million in the 
amount of commercial paper that the 
Penn Central could have at any one 
time. It noted that the issuer was in a 
strong financial condition. However, 
this approval was issued in October 1969, 
too remote in time to be relied on in this 
case. We are talking about six months 
later in what appears to have been fast- 
moving events in Penn Central’s finan- 
cial picture. Furthermore, the permis- 
sion was predicated on Penn Central’s 
representation that it would obtain long- 
term financing as soon as the tight mon- 
ey market eased. 


[3] I find, for the reasons fully ex- 
plained below in discussing the merits of 
the litigation, that this note bought by 
Franklin on March 16, 1970, was not 
prime commercial paper at the time of 
purchase, and was not exempt from the 
provisions of Section 10(b). 


3. Plaintiff’s Standing under Section 
17(a) of the 1933 Act 


This section provides remedies for 
fraud even though the securities are ex- 
empt from registration under the 1933 
Act. 
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Since the plaintiff has a right of ac- 
tion under Section 10(b), it is unneces- 
sary to join the battle as to whether a 
private right of action for damages is 
one of the remedies afforded by Section 
17(a). The basis for relief is the same 
under both sectiors. E. g., Globus v. 
Law Research Service, Inc., 418 F.2d 
1276 (2d Cir. 1969). For those interest- 
ed, Judge Gignoux has fully discussed 
the respective contentions in Dyer v. 
Eastern Trust and Banking Company, 
336 F.Supp. 890 (D.Me.1971). 


4. The Merits of this Litigation 


There is no doubt that- everyone ex- 
pected Penn Central initially to be in a 
tight financial situation following the 
merger of the two major railroad sys- 
tems in February 1968. Time was neces- 
sary to achieve the economies envisioned 
by the plan. It would even be necessary 
to make extraordinary expenditures in 
the beginning to achieve long-term sav- 
ings. However, the merged company en- 
joyed a high credit rating and was able 
to issue and sell commercial paper be- 
cause of tne usual indicia of good man- 
agement, past earnings, cash flow, and 
being a large enterprise exhibiting lead- 
ership in the industry. 

Problems arose, however, which crejt- 
ed cash requirements beyond those ex- 
pected by the knowledgeable people. 
The report of the ICC in October 1969 
approving the raising of the limit to $200 
million of commercial paper that Penn 
Central could issue was out of date with 
the picture as it existed in the early part 
of 1970. 

Penn Central's financial statement for 
the year 1969 and the fourth quarter of 
that year was announced on the broad 
tape of the New York Stock Exchange 
on Wednesday, February 4, 1970, and 
was carried in the press the next day. 
The loss for the year was $56.3 million or 
ten times greater than the 1968 loss. 
The loss for the fourth quarter was $13.2 
million. The fourth quarter was suppos- 
ed to show a profit and the loss shocked 
the people at Goldman, Sachs into imme- 
diate action. They conferred among 
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themselves the night of February 4 and 
on February 5. They arranged a lunch- 
eon conference with the Penn Central 
people for Friday, February 6. 


In addition, on February 5, defendant 
Wilson talked to O’Herron, financial vice 
president of Penn Central, about the bad 
news. Wilson said that “it was unfortu- 
nate that we did not have some indica- 
tion of the magnitude of the total losses 
for 1969, as we are going to need a story 
to tell existing holders of Penn Central’s 
paper and new purchasers of paper.” 
While Wilson indicated that Goldman, 
Sachs would continue to offer this paper, 
including the $15-odd million that Gold- 
man, Sachs had in its inventory, he did 
explore the possibility of Penn Central’s 
buying back this inventory out of bank 
credit lines then available to it. O’Her- 
ron agreed to buy back $10 million worth 
on the following Monday, February 9. 

The luncheon on February 6 was at- 
tended by defendants Levy and Wilson 
representing Goldman, Sachs, Bevan, ex- 
ecutive vice president of Penn Central, 
Loder, its treasurer, and O’Herron. The 
Penn Central people said there would be 
a budgeted loss for PCTC of $56 million 
for the year 1970, which, when added to 
$170 million of additional necessary fi- 
nancing, resulted in a requirement of 
$226 million in cash for that year. $70 
million already had been arranged for. 
They would attempt a $100 million bond 
sale later on, but in the meantime, would 
seek a $50 million “bridge” loan to tide 
them over. In fact, this loan was 
obtained well before the purchase of the 
note by plaintiff. 

For some time Goldman, Sachs had 
been urging Penn Central to obtain addi- 
tional bank lines of credit to cover its 
outstanding commercial paper of $200 
million. Penn Central had only $100 
million of back up credit. The Penn 
Central people again were told that they 
had to obtain $100 million more in bank 
lines of credit so as to have 100 per cent 
line coverage. This was necessary to 
keep its $200 million of paper outstand- 
ing. Otherwise it was perfectly possible 
that roll overs would not be successful 


and the total outstanding commercial pa- 
per could run down to $100 to $150 mil- 
lion. 

Finally, Levy end Wilson told the 
Penn Central people .t the luncheon that 
Goldman, Sachs would piace a limit ef $5 
million on the paper of Penn Central 
which it would carry in inventory. The 
inventory had been running up to $20 
million. On February 9, Penn Central 
bought back $10 million of its paper, re- 
ducing the inventory to just below the 
$5 million level. 

Some expianations have been offered 
by Goldman, Sachs for the decision to 
reduce inventory. The first is that there 
would be a drop in demand for the com- 
mercial paper with the publication of the 
1969 audited financial statements and 
consequently, there would be no need for 
carrying such a large inventory. Febru- 
ary 6 was a Friday and the $10 million 
in inventory was bought back by Fenn 
Central on the following Monday, with- 
out any experience as to whether the 
paper could be sold or not. It turns out 
that the sales stood up extremely well 
for some time thereafter and reducing 
inventory through a buy-back did not 
seem to have been necessary. 


The second reason given for the reduc- 
tion in inventory is the so-called “nega- 
tive inventory carry.” Goldman, Sachs 
is not a bank and has to finance its 
purchases of commercial paper by bor- 
rowings. It is claimed that the interest 
charges at this time of tight money ran 
higher than the return on commercial 
paper. Consequently, the business was 
unprofitable. However, it appears that 
only the inventory of Penn Central pa- 
per was reduced by asking the issuer to 
buy back. No other inventories were re- 
duced by Goldman, Sachs in this manner. 


Finally, it should be pointed out that 
while Goldman, Sachs was of the opinion 
that there were insufficient bank lines of 
credit for the outstanding commercial! 
paper, it knew that the $10 million buy- 
back was being financed by Penn Cen- 
tral out of its existing insufficient lines of 
credit. 
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It is the surrounding circumstances in- 
volved in the buy-back, and the removal 
of Penr Central commercial paper from 
Brown Brothers Harriman’s approved 
list on February 5, which creates the 
problem in this case. Brown Brothers 
Harriman had held as much as 15 per 
cent of the total outstanding paper of 
Penn Central through purchases from 
Goldman, Sachs. The action by Brown 
Brothers Harrim<n was a subject of dis- 
cussion at the February 6 luncheon. 

It is an inescapable conclusion that 
starting with February 4, Goldman, 
Sachs just did not have faith in this pa- 
per any more and was lightening its load 
and reducing its exposure. At this point 
I find that the paper could no longer be 
considered prime paper and qualify for 
exemption from the provisions of Section 
10(b). 

If investors knew that Goldman, Sachs 
had arranged for buy-backs by Penn 
Central of $10 million of its inventory, 
and that Brown Brothers Harriman had 


stopped buying at all, there is no doubt 
in my n.ind that there would be no 
chance of ever selling this paper as roll 


overs for maturing paper. The “run 
down” of outstanding paper would have 
been dramatic, and Penn Central would 
have been beating a trail to the cour.- 
house steps three months sooner than it 
did. 


Goldman, Sachs furnished its custom- 
ers with three types of information con- 
tained in “white,” “green,” and “yellow” 
sheets as part of its recognized duty to 
disclose material information to its cus- 
tomers. Such sheets were mailed to 
Franklin. The “white” sheets contained 
audited financial statements of the is- 
suer, the “yellow” sheets described the 
business of the issuer, and high-lighted 
some of the pertinent figures found in 
the “white” sheets. The “green” sheets 
contained credit information and other 
matters which may be of importance to 
the purchaser of the commercial paper. 
None of the “green” sheets issued after 
February 6 up to March 16 gave any 
inkling of the course of conduct pursued 
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by Goldman, Sachs in relation to Penn 
Central’s commercial paper. 

Mr. Bock, president of Franklin, pur- 
chased this note without cuestion imme- 
diately upon its being offered. He pur- 
chased a similar note several days before 
in the same fashion. He was possessed 
of extensive financial b: kground and 
experience, including having been a se- 
curity analyst for a leading stock ex- 
change firm here in New York. He was 
aware of and used all available financial 
information in evaluating investments. 
He knew of the Penn Central’s poor fi- 
nancial report for the year 1969, yet he 
never asked Goldman, Sa¢hs why he 
should buy Penn Central paper in view 
of what that report showed. He was rot 
interested in bank lines of credit to back 
up the outstanding commercial paper. 
He knew or should have known that a 
footnote to the 1969 financial statement 
pointed out that substantially all assets 
had been pledged as security for loans. 


[4] Despite this lack of ordinary pru- 
dence, which would be expected of a per- 
son with his background, he testified 
that if he had known the unreported 
facts outlined above, he would not have 
bought the paper. The issue then is 
whether Goldman, Sachs was under a 
duty to divulge the information, and -1 
hold it was. 


I understand the reluctance of Gold- 
man, Sachs possibly to be the cause of 
such calamity to our economic structure. 
In addition, it had close business, if not 
personal ties, to the Penn Central man- 
agement which would be jeopardized in 
the event of collapse. However, it is 
disclosure of just such information in the 
circumstances, such standard of fair 
dealing, such requirement of truth to 
which the anti-fraud sections of the se- 
curities laws are directed. This is the 
perfect example of an omission “to state 
a material fact necessary to make the 
statement made, in light of the circum- 
stances under which they were made, 
not misleading.” 


[5] When Goldman, Sachs sold this 
paper, it was understood that it was 


holding out the paper as credit-worthy 
and high quality. The information 
which it failed to disclose was clearly 
material since “a reasonable man would 
attach importance [to it] in determining 
his choice of action in the transaction 
ae .” List v. Fashion Park, Inc., 
340 F.2d 457, 462 (2d Cir.), cert. denied, 
382 US. 811, 86 S.Ct. 23, 15 L.E-i.2d 60 
(1965). Under the circumstances, Gold- 
man, Sachs “must either disclose it to 
the investing public, or, if [it] is disabled 
from disclosing it in order to protect a 
corporate confidence, or [it] chooses not 
to do so, must abstain from trading in or 
recommending the securities concerned 
- - .." Securities and Exchange 
Commission v. Texas Gulf Sul oe 
401 F.2d 833, 848 (2d Cir), cer vied 
sub nom., Coates v. Securities and Ex- 
change Commission, 394 U.S. 976, 89 
S.Ct. 1454, 22 L.Ed.2d 756 (1968). 


{6] The Court held in Affiliated Ute 
Citizens v. United States, 406 U.S. 128, 
154, 92 S.Ct. 1456, 1472, 31 L.Ed.2d 741 
(1972), that: “This obligation to disclose 
and this withholding of a material fact 
establish the requisite element of causa- 
tion in fact.” There need be no reliance 
by plaintiff to sustain recovery for non- 
disclosure under Section 10(b). Competi- 
tive Associates, Inc. v. Laventhol, Krek- 
stein, Horwath & Horwath, 516 F.2d 811 
(2d Cir. 1975); Chasins v. Smith, Barney 
& Co., 438 F.2d 1167 (2d Cir. 1970). 

Having decided to sell the notes with- 
out disclosing these material facts, Gold- 
man, Sachs is liable to the plaintiff for 
violation of Section 10(b). 

In view of the understanding between 
the parties as to the basis upon which 
the notes were being sold, which 
amounts to a statement of a material 
fact, Goldman, Sachs is also liable under 
Section 12(2). 

Plaintiff has failed in its extensive 
post-trial briefs to treat either the com- 
mon law action for fraud or the claim 
for relief under the Martin Act. I can 
only assume that they are not being 
pressed and therefore they are dismissed. 


It is unnecessary for the court to rule 


on the huge number of objections to dep- 
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osition \estimony tke. was offered in ev- 
idence. Nore of the proffered evidence 
to which objection was made has been 
relied upon by the court. 

Judgn.ent in the sum of $500,000, with 
interest and costs, shal! be entered in 
favor of the plaintiff. 

So ordered. 


B. Judgment of Honorable Charles M. Metzner, 
entered January 13, 1976 


Joxrrep STATES DISTRICT COURT 


|| SOUTHERN DISTRTCT OF NEW YORK 


Se on ee ee ie 


ThE FRANKLIN SAVINGS BANK OF NEW YORK, 


Plaintiff, 
-against- 


iGUSTAVE L. LEVY, HENRY H. FOWLER, 

JAMES C. HEMPHILL, EDWARD A. 

|\SCHRADER, STANLEY R. MILLER, JOHN 

jl. WEINBERG, JOHN C. WHITEHEAD, 

||\CHARLES E. SALTZMAN, iOWARD R. A 

1; YOUNG, ARTHUR G. ALTSCHUL, CHARLES JUDGMENT 
L. GRANNON, JAMES D. ROBERTSON, : ae 

L. JAY TENENBAUM, ROBERT S. DANFORTH, 71 Gov. 882 (CMM) 

RICHARD J. FAY, H. FREDERICK : w Te 

KRIMENDAHL, II, GEORGE E. DOTY, sees 

||DONALD R. GANT, JAMES P. GORTER, 

PETER A. HAGER, LEWIS J. KAUPMAN, 

JAMES S. MARCUS, ALAN L. STEIN, 

J. FRED WEINTZ, JR., ROBERT B. 

| |MENSCHEL, ROBERT E. MNUCHIN, 

SIDNEY J. WEINBERG, JR., LEWIS M. 

IWESTON, ROBERT G. WILSON, PETER A. 

LEVY, L. THOMAS MELLY, THOMAS B, 

WALKER, JR. GEORGE |. BOYER, 

MICHAEL ie COLES, JOHN (, JAMTSON, 

RICHARD L. MENSCHEL and ROGS Be 

jTRAPHAGEN, JR. individually and 

doing business ‘des the firm name and 

lstyle of GOLDMAN, SACHS & cO., 


Defendants. 


eee eg 


This action having come on for trial hefore the 
lonorable Charles M, Metzner on June 2,3, 4, 5, G- 97 20, 11 


a 12751975, Thacher, Proffitt & Wood having appeared for the 


ae and Sullivan & Cromwell having appeared for the de- 


‘endants and the Court, having heard the evidence and having 


een duly advised in the Premises and having rendered its decision j 
in writing filed December 29, 1975, representing its findings 


bf fact and conclusions of law, directing judgment for the plain- 
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NOW, upon motion of Thacher, Proffitt & Wood, 


| 
attorneys for the plaintiff, it is 


ORDERED, ADJUDGED AND DECREED that the plaiitiff 
Franklin Savings Bank of New York recover of and from the defend- 
ant Goldman, Sachs & Co., a partnership, and thereafter if this 
judgment is not paid or if execution against said Goldman, Sachs 
& Co. is returned unsatisfied, then from the above-captioned 
general partners of Goldman, Sachs & Co. named as individual 
|| defendants herein, jointly and severally, the principal sum of 
| $487,958.33 with accumulated interest in the sum of $188,719.54 
representing interest on the principal sum at the rates of 
(a) Seven and one-half percent per annum from March 16, 1970 


|| through August 31, 1972 and (b) six percent per annum from 


September 1, 1972 oe January 12, 1976, together with costs 


ele EE Og us. is—hertby directed=toe- 


tex-and—insert, plus interest on the total of principal, accumu- 


lated interest and costs at the rate of six percent per annum 


from January 12, 1976 until paid, which payment shall be made 


upon tender by plaintiff to Goldman, Sachs & Co. of cone unsecured 


| promissory note, in bearer form, issued by Penn Central 

| Transportation Company, in the face amount of $500, 000, dated 
March 16, 1970 and maturing June 26, 1970, together with an 
assignment of any proof of claim heretofore filed by plaintiff f£ 


in connection with a petition for reorganization under Section 77 


| 

| 

| 

| of the National Bankruptcy Act filed in the action entitled 

om Re Penn Central Transportation Company, Debtor," and now pend- 
Xe | of Pennsylvania, and that the plaintiff shall have execution 
4 therefor, except that such execution be and hereby is stayed 


N 


through January 30, 1976. 


| ing in the United States District Court for the Eastern District 
| 
| 


| 


Dated: New York, New York 
January {Z, 1976 


C. Defendants’ Memorandum in Support of Motion 
Pursuant to Rules 52(b) and 59(a), Federal 
Rules of Civil Procedure 
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UNITED STATES DISTRICT COURT 


SOUTHERN DISTRICT OF NEW YORK 


FRANKLIN SAVINGS BANK OF 
NEW YORK, 


Plaintiff, 
7k €iv...882 (EMM) 
-against- 


GUSTAVE L. LEVY, et al., 


Defendants. 


MEMORANDUM IN SUPPORT OF MOTION 

PURSUANT TO RULES 52(b) and 59(a), 

FEDERAL RULES OF CIVIL PROCEDURE 

Goldman, Sachs & Co.* submits this memorandum in 

support of its motion to amend the Judgment entered in this 
action on January i3, 1976 or, in the alternative, for a new 
trial as to the issues raised by this motion. This motion 
does not address issues of law which have been briefed and 
as to which the Court has ruled against Goldman, Sachs, but 


is limited to certain statements of fact in the Court's 


Opinion filed December 29, 1975 which, we submit, are not 


Supported by the trial record. 


* As in previous papers, “Goldman, Sachs" and "defendant" 
will be used to embrace the partnership and the other 
defendants, partners of the firm. 


INTRODUCTION 


The Court's Opinion, in discussing the jurisdic- 


tional issues, apparently concluded that Penn Central's 


commercial paper could not have been of prime quality in 


March 1970 because, among other things, the "Prime" rating 
of that paper by the National Credit Office of Dun & Bradstreet 
("NCO") "appears to have [been] continued .. . in reliance 
on defendants’ decision to continue to sell this paper ... ." 
(Opinion at 12) Defendant submits that the trial record does 
not support such an inference unless proffered conclusions, 
never received by the Court and not rebutted by defendant 
because of remarks by the Court, are now being accepted as 
established facts. 

On the merits, the Court apparently found against 
Goldman, Sachs on the ground that there had been actual fraud 
in connection with the sale to plaintiff. The conclusion 
appears to be based upon an inference, drawn from a number 
of discrete factual findings, to the effect that Goldman, 
Sachs reduced its inventory in Penn Central commercial 
paper to limit its own exposure after it had lost "faith" 
in Penn Central. Goldman, Sachs contends that it never -- 
in the Court's language -- lost “faith" in Penn Central 


and never -- to use the term applied by the commercial 
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paper industry -- concluded that Penn Central was not 
"creditworthy". Although Goldman, Sachs offered extensive 
evidence, not discussed in the Court's Opinion, to demon- 
strate that at all times it had a reasonable belief that 
Penn Central was creditworthy, this motion is addressed 
only to the following findings of fact as to which Goldman, 
Sachs was denied a fair opportunity to present evidence or 
for which there is no support in the record. 

-- Brown Brothers, Harriman removed Penn 

Central from its approved list, apparently for 
credit reasons; and 

-~- Penn Central's commercial paper had been 

returned to the issuer and no other issuer's paper 
had been so returned. 

Finally, this memorandum will consider two offers 
of proof relating to the issue of motive that were summar- 
ily rejected by the Court during trial. 

Goldman, Sachs contends that when the above facts 
are viewed in proper perspective, including if necessary 
permitting defendant to submit evidence in defense of asser- 


tions which were ruled irrelevant during trial, the Court 


will conclude that no basis exists for a conclusion that 


Goldman, Sachs reduced its inventory in Penn Central commer- 
cial paper because it no longer believed in the creditworthi- 


ness of that company. Accordingly, the judgment should be 
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vacated and a judgment entered in favor of defendants. 


I. THERE IS NO EVIDENCE OF 
NCO's PURPORTED RELIANCE 
ON GOLDMAN, SACHS 

In the portion of its Opinion regarding jurisdic- 
tion, the Court found that "the rating organization [NCO] 
appears to have continued the prime rating on February 5 in 
reliance on defendants' decision to continue to sell this 
paper despite adverse news as to the financial condition of 
Penn Central." (Opinion at 12) 

The purpose for this reference to the possible 
reliance by NCO on Goldman, Sachs is unclear. At the point 
in the Opinion where the above quotation appears, the Court 
was addressing the issue whether the commercial paper of 
Penn Central was a security for purposes of the Securities 
Exchange Act of 1934. One requirement of the Court's jurisdic- 
tional test* was that the commercial paper of Penn Central 
be "prime quality". (See also Opinion at 9-10) Given com- 


ments made during trial and the limited record facts on this 


Although Goldman, Sachs continues to assert that the 
four-pronged jurisdictional test followed by this Court 
on the basis of Sanders v. John Nuveen & Co., 463 F.2d 
1075 (10th Cir.), cert. denied, 409 0.Ss. 1609 (1972), 
is unwarranted, as earlier explained, this memorandum 
is not addressed to points of law. 
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subject, the most reasonable interpretation of this sentence, 
we believe, is that the jurisdictional question of "prime 
quality" must be answered independently of whatever rating 
NCO assigned to a particular issue of commercial paper. 

If this be the correct interpretation, then Goldman, Sachs 
respectfully urges the Court to strike the reference in its 
Opinion to NCO's supposed reliance on Goldman, Sachs as 
unnecessary and irrelevant. 

Unfortunately, the above quoted language is sus- 
ceptible of another, more disturbing construction: that there 
was evidence in the record to suggest that Goldman, Sachs 
influenced NCO to continue to rate the paper and that, there- 
fore, Penn Central's commercial paper could not be of prime 
quality. 

This second interpretation necessarily suggests 
that conduct by NCO would decide the jurisdictionsl issue, 
and in general, would affect the determination of whether com- 
mercial paper is exempt from registration under Section 5 
of the Securities Act of 1933 and might imply that commercial 
paper rated "desirable" by NCO is necessarily not of “prime 
quality." Unlike the first interpretation of the Court's 
holding, such conclusion could needlessly disrupt the conduct 
of the commercial paper market in general and in particular 


prejudice other cases presenting different issues. 
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For the reasons that follow, there is no factual 
support for any conclusion that NCO relied on Gcldman, Sachs 
and, on this ground as well, Goldman, Sachs moves that this 
language be deleted from the Court's opinion. Such a result 
is particularly necessary where there is not only no evidence 
to support a finding of reliance by NCO, but Goldman, Sachs was 
practically precluded from offering evidence on this very point. 

The only possible basis upon which the Court might 
have made the finding set forth above is found in Exhibit F-l, 
a Goldman, Sachs blue sheet memorandum regarding a telephone 
conversation between Jack Vogel of Goldman, Sachs and 
Allen Rogers of the National Credit Office. At the time 
that exhibit was offered in evidence, the Court admitted 
the document for the limited purpose of showing what was 
Said by Rogers. The document was ruled inadmissible to 
show the truth of any statement purportedly made by Rogers 
and recorded in the memorandum: 

THE COURT: You don't want me to assume the truth 
of what this Mr. Vogel was told [in 
Ex. F-1], do you? You are not offering 
it for that, are you? If you are, I am 
Sustaining Mr. Piel's objection. 
I am offering it as a contemporaneous 


recollection of his conversation -- 
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THE COURT: What was told to him, that doesn't prove 
the truth of the statement, and Mr. Piel 
objects to that. I sustain his objection. 
(TE. 53) 

Notwithstanding the fact that the only conceivable 
proof of NCO's "reliance" upon Goldman, Sachs had been re- 
jected by the Court, counsel for plaintiff again raised the 
issue during the cross-examination of Mr. Bock of Franklin 
Savings Bank. When Bock attempted to claim that Rogers' 


quoted statement would have been significant to him, the 


Court stated: "JI don't get the Significance of it. ... 


I don't see its relevance or impact to this." (Tr. 151) 
Although the Court had thus given a sirong pre- 
liminary indication that the matter of NCO's reliance on 
Goldman, Sachs was not an issue in the case, counsel for 
Goldman, Sachs attempted to protect the record by offering 
evidence that Rogers' reputation and ability were of the 
highest order and that it would therefore have been unrea- 
sonable for Goldman, Sachs to have concluded -- on the 
basis of a single cryptic conversation -- that this highly 
respected analyst was acting improperly. The testimony of 
Jack Vogel in this regard was uncontradicted and unchallenged 


on cross-examination. (See Vogel Tr. 684) 
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Because the Court still had not made a definitive 
statement that the Rogers conversation was irrelevant, 
counsel for Goldman, Sachs returned to the issue during 
the testimony of Robert Wilson. Although Wilson was pre- 
pared to testify from his personal knowledge regarding both 
Rogers’ reputation and Rogers' methods of conducting credit 
investigations, he was cut short by the Court. (Wilson 
Tr. 1094-95) Then, when trial resumed on the morning of 
June 1l, 1975, the Court stated unequivocally that NCO's 
supposed reliance upon Goldman, Sacns was not an issue in 
the case. The Court's remarks extend over several pages 
(Tr. 1096-98) and may be summarized by the extracts set 
forth below: 

THE COORT: ... . 1] think it is tmmaterial. 5 
[NCO] is incompetent, or something, that's 
their business and it is not Goldman, 
Sachs business. All Goldman, Sachs has 
to tell a prospective purchaser is that 
it is prime rated. There is no charge of 
a conspiracy between Goldman, Sachs and 
NCO to prime rate this. As I say, I do 
not see any issue in this case on which 
this bears at all. I have said it three 


times. I don't know how many more times I 
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Can Gay it. . . ¢ FE neo is leas top Jrawer 
in making its rating, that is their problem. 
It is not my problem and it is not this case's 


problem. If NCO happens to say to Goldman, 
Sachs "If you are going to contirue to sell 
it, we are going to prime rate it," that is 
NCO's problem and I can't make it any clearer 


than that." (Tr. 1096-98) (emphasis added) * 


Had the Court not preclude’ all further evidence 


regarding NCO, Goldman, Sachs was considering the offer of 


adiitional proof of the independence and integrity of NCO 


and Allen Rogers, including the testimony of Rogers taken 


by the Securities and Exchange Commission in the course of 


its investigation of the Penn Central situation** and the 


continued oral testimony of Vogel and Wilson. 


* In addition to its clear instruction to counsel for Goldman, 
Sachs not to explore the matter further, the Court offered 
its own explanation of the blue sheet memorandum: 


THE COURT: 


- + + + I think Vogel... [very 
frankly was puffing his own Ganoe, 
making himself a big shot, either for 
his own ego or to impress the client, 
Goldman, Sachs has tremendous influ- 
ence. That's as far as I would go on 
that, period. (Tr. 10986) 


** As had been indicated to the Court previously, Rogers 
died before he could be deposed in the commercial 
paper actions. 
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Rogers' testimony is pertinent because -- despite 
the unsympathetic questioning of the SEC staff and the lack 
of cross-examination by his own counsel -- Rogers did give 
a brief general description of the factors analyzed by NCO 
in reaching a conclusion regarding the proper rating of a 
commercial paper issuer, and established, inter Alia, that 
he consulted a variety of people in the banking community 
in the course of his credit analysis and that he recalled no 
incident where Vogel or anyone else at Goldman, Sachs tried 
to influence NCO in rating Penn Central. 

Even apart from Rogers' testimony, both Vogel and 
Wilson, had they been allowed to complete their testimony, 
would have stated (a) that Rogers' reputation made it extra- 
ordinarily unlikely, in their view at the time, that he would 
have relied exclusively on Goldman, Sachs and (b) that they 
knew at the time of cases where Rogers had telephoned a 
number of different sources and that in the case of Penn 
Central they had no reason to believe that he was not opera- 
ting in the usual way. Furthermore, both witnesses would 
have testified that they understood Rogers' comments to 
mean only that based on his own independent investigation 
and analysis he had concluded not to change the prime rating 
to some other rating; and that therefore the prime rating 


would continue since Goldman, Sachs was continuing to sell 
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the paper. Vogel would have testified further that he 
understood at the time that NCO did not rate paper that 
was not being sold, and that it was solely with reference 
to the question of whether or not a rating would be neces- 
sary that Rogers made his remarks. 

In order that the Court may consider the probative 
value of such testimony, we have appended hereto as Exhibit 
A a portion of the direct testimony of Jack Vogel given in 
another Penn Central commercial paper case, University Hill 
Foundation v. Goldman, Sachs & Co., 71 Civ. 1166 (MEL), 
testimony given prior to the decision in the instant case. 
(University Hill Tr. 540-42). We respectfully urge that 
that testimony rebuts any inference that the purely hearsay 
statement of Rogers reflected in Exhibit F-1 should have 
been treated any differently by Goldman, Sachs than it was. 

Whatever may be the Court's conclusion with 
respect to the merits, moreover, the gratuitous language 
in the opinion, unsupported by evidence and refuted by the 
Court's own comments during the trial, is totally unneces- 
sary to the holding in this action and can serve no other 


purpose than to affect other cases not before this Court. 


~li- 
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THE COURT'S INFERENCE REGARDING 
GOLDMAN, SACHS' MOTIVE IN REDUCING 
INVENTORY IS BASED UPON FACTUAL 
DETERMINATIONS UNSUPPORTABLE ON 
THIS RECORD. 

The central conclusion of the Court's Opinion is 
that "Goldman, Sachs just did not have faith in this paper 
any more and was lightening its load [of inventory] and 
reducing its exposure." (Opinion at 19) This inference 
drawn by the Court is based upon factual findings which 
either are demonstrably erroneous on this trial record or 
which relate to matters as to which Goldman, Sachs was not 
permitted by the Court to offer relevant evidence. It is 
respectfully submitted that when these factual errors are 
corrected, there will be no record support for the Court's 
conclusion as to Goldman, Sachs' motive, 

Relevant evidence regarding the 
Court's conclusion with respect 

to Brown Brothers Harriman was 
excluded because the Court ruled 

it would give the matter "no weight." 

The action of Brown Brothers Harriman & Company 
in removing Penn Central from its approved list of commercial 
papery issuers is treated by the Court as one of the two 
principal bases for the conclusion regarding motive. 


A Goldman, Sachs' blue sheet memorandum (Ex. F-4) 


dia record that Brown Brothers had temporarily removed 
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Penn Central from its approved list, but there is not a shred 
of evidence in the record indicating the basis for that 
removal or connecting it in any way to a determination by 
Brown Brothers that Penn Central was not creditworthy or 
was not a satisfactory commercial paper issuer for invest- 
ment. 

Early in the trial, the Court appeared to recog- 
nize the insignificance of the Brown Brothers point and 
clearly indicated that the issue should not be pursued: 

Q: Did Goldman, Sachs disclose that informa- 
tion [regarding the removal of Penn Central 
from Brown Brothers approved list] to 
prospective purchasers or existing holders 
of Penn Central paper? 

THE COURT: What difference does that make to this 
lawsuit? 

MR. STITT: Because, your Honor, we contend that that 
would have been material information -- 

THE COURT: If some purchaser of this paper from Goldman, 
Sachs decided not to buy it any more? 
Supposing the plaintiff decided not to buy 
any more. Was Goldman, Sachs supposed to 


tell everybody in the world that Franklin 
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Savings Bank wouldn't buy Penn Central paper 
anymore? 

MR. : I think that the decision of Brown Brothers 
Harriman with its history and reputation, 
history in railroad financing -- 

THE COURT: I disagree. Next point. 

Q: Do you know of any such disclosure, Mr. 
Van Cleave? 


MR. PIEL: Objection. 


THE COURT: I don't know what you are going through 


it for. I am not going to give it any 
weight. 


(Tr. 541) (emphasis added) 
Because the Court so clearly indicated its desire 
that further evidence on this point not be presented and 
because of its holding during the course of trial that the 
Matter was irrelevant, Goldman, Sachs offered no defense 


on this issue.* 


See Defendants' Post-Trial Memorandum at 41. Goldman, 
Sachs' understanding of the Court's ruling on the 

issue was further confirmed during summation when 
counsel for plaintiff again tried to raise the issue 

of Brown Brothers and the Court interrupted saying, 

"I told you that I would not consider that as a 
factor." The Court then added, "[wlhy didn't you 

bring Brown Brothers here to tell me why they did it?" 
When counsel for plaintiff continued to argue that the 
refusal of Brown Brothers to purchase more paper 
affected Penn Central's ability to sell the paper 
during the relevant period, the Court responded,"But 
there was no trouble in selling their paper during that 
period, was there? They didn't need it." Counsel 

for plaintiff agreed that there had been testimony to 
that effect, and the Court then concluded, "You haven't 
indicated anything to the contrary. There is nothing 
in the record that indicates anything to the Contrary." 
(Tr. 1275-1276) 
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Had the issue of Brown Brothers' removal of Penn 
Central from its approved list not been eliminated by the 
Court early in the trial, Goldman, Sachs would have offered 
answering evidence on the point. First, we would have 
pressed the point that Brown Brothers itself had an unse- 
cured line of credit which was available to Penn Central 
in February when the name was removed from its approved 
list and continued to be available in March and April 
of 1970. (See Ex. BY) indeed, on April 36, 1970 -- 
long after the 1969 results had been announced and a little 
more than a week after the far more significant first quar- 
ter results for 1970 were publicly available -- Brown Brothers 
lent $2,000,000 of its own money to Penn Central on an unse- 


cured basis not legally or practically different than a 


commerciai paper note. (Lepley Tr. 949-950) 


Because the undisputed evidence in this trial 
shows that bank lines are cancellable if the lender is 
dissatisfied with the financial condition of the borrower 
(Van Cleave Tr. 419; Vogel Tr. 680: Sullivan Tr. 876), 
Brown Brothers' willingness to lend money to Penn Central, 
in late April after far more adverse news had been distri- 
buted, demonstrates its view that Penn Central remained 
creditworthy even at that late date. Certainly in the 


absence of testimony from Brown Brothers -- a burden which 
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the Court properly assigned to plaintiff (Tr. 1275) -- the 
Court cannot conclude that the Brown Brothers action had 
credit significance. Moreover, with respect to plain- 
tiff's argument that this action by Brown Brothers might 
have affected Penn Central's ability to sell commercial 
paper, the evidence demonstrates -- and this Court con- 
cluded in its Opinion -- that there was no difficulty in 
selling Penn Central commercial paper in the period after 
the 1969 year-end results were announced. (Opinion at 18)* 

Because the issue was eliminated early in this 
trial, Goldman, Sachs also did not offer substantial evi- 
dence on the significance cf approved lists generally or 
on the manner in which they are compiled and used. If such 
evidence had been permitted, the testimony would have shown 
that companies such as Brown Brothers add and remove names 
from their approved lists for reasons unrelated to credit- 
worthiness and that such events are by no means unusual. 

In sum, defendants’ omissions of proof -- done 
in reliance upon the Court's ruling -- combined with plain- 


The Court prevented Goldman, Sachs from inquiring of 

Mr. Bock what effect it would have had on his judgment 
regarding the significance of Brown Brothers' approved 
list if he had known that Brown Brothers had an unsecured 
line of credit which it made available to Penn Central. 
(Tr. 298-99) : 
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tiff's utter failure to explain the removal of Penn Central 
from Brown Brothers' approved list and its failure, despite 
the Court's suggestion, to produce a witness to explain this 
matter, make it inappropriate, we submit, for the Court to 
have based its decision upon an inference drawn from a fact 
to which it said it would give "no weight",* 
b. The Court's conclusion that no 
inventory other than that of Penn 
Central had been reduced by a buy- 
back is demonstrably erroneous on 
this record. 
The Court's conclusion that the reduction of inven- 
tory was in essence a sign of bad faith was also predicated 
on its finding that "only the inventory of Penn Central was 
reduced by asking the issuer to buy back. No other inventories 
were reduced by Goldman, Sachs in this manner." (Opinion at 18) 
The uncontradicted evidence in this record, however, 


proves precisely the opposite conclusion, 


It might be argued that the removal of Penn Central from 
Brown Brothers' approved list was significant because it 
affected Goldman, Sachs' decision to reduce inventory. 
It should be noted, however, that there is absolutely no 
evidence in the record that the information regarding 
Brown Brothers was received before the initial request 
to Penn Central to reduce the size of Goldman, Sachs' 
inventory. Accordingly, no cause and effect relation- 
ship between the two events should be inferred, 
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This issue was raised by counsel for plaintiff dur- 
ing cross-examination of George Van Cleave: 
Q- Did you ever return commercial paper to 
any Other issuers because you wished to 
reduce your inventory of that particular 
issuer? 
Yes. 
(Van Cleave Tr. 512) 
Mr. Van Cleave was then confronted with prior 
deposition testimony in which he had answered a nearly iden- 
tical question by saying, "Not that I can recall." (Van Cleave 
Tr. 513) Van Cleave then explained why he recalled at trial 
something that he had not recalled during his deposition: 
"That was my recollection at the time of the 
deposition, but after reviewing our files, I 
found that we had returned other issuers.' 
(Id.) (emphasis added) 
Upon receiving this response, counsel for plaintiff abandoned 
the line of questioning without asking what files were meant 
or what other companies were involved. On the basis of this 
cross-examination testimony, however, the matter was briefly 
pursued on re-direct examination: 
Q. I show you Defendants Exhibits EV and EW 
marked for identification and ask you if 


those two memoranda were among documents 
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that you came upon in the course of that 
review [of files for the purposes of 
determining whether other buy-backs from 
inventory had occurred] ? 
A: Yes. 
MR. PIEL: Your Honor has previously excluded these 
based on Mr. Stitt's challenge to Mr. Van 
Cleave's testimony. I respectfully re-offer 
them. 
MR. STITT: Your Honor, I [will] not press any objection. 
(Te. 550-51) 
Like Van Cleave's testimony, these blue sheets are 
uncontradicted and unchallenged evidence that there were 
indeed other instances in which inventory was returned to 


an issuer, 


Because Van Cleave's statement was apparently taken 


at its face value by counsél for plaintiff and by the Court 
and because the testimony that there were other instances of 
returns to the company for purposes of reducing inventory was 
uncontradicted, no further evidence was offered on this point. 
But other evidence is available. We have appended to this 
memorandum as Exhibit B, by way of offer of proof, testimony 
taken in the trial of University Hill Foundation v. Goldman, 


Sachs & Co., 71 Civ. 1166 (MEL), in which the matter of 
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returns to other issuers was discussed at some length. 


(University Hill Tr. 915-24) We have also included as Ex- 


hibits C to F the trial exhibits, admitted in evidence in the 
University Hill trial, which were used in conjunction with 
the testimony there set forth.* 

The conciusion that Goldman, Sachs had never reduced 
the inventory of any other issuer by means of a return of paper 
to the company appears to be the linchpin of the Court's rejec- 
tion of Goldman, Sachs' substantial evidence that the size of 
Penn Central's inventory was part of a more general problem 
recognized by Goldman, Sachs and which during the relevant 
period it was attempting to cure acrn:s the board. With this 
linchpin removed it is respectfully submitted that the Court 
should reexamine the testimony and documentary evidence summar- 
ized in Defendants' Post-Trial Memorandum at pages 108 to 124 
explaining the growing realization of the general difficulties 
with inventory, the imposition of a $250 million ceiling on 
inventory, the Blue Book study of the cost of inventory, the 
limitations placed upon inventory of various issuers other 


than Penn Central and all the other factors showing that 


It should be noted that in reaching its conclusion 
that the February inventory reduction in Penn Central 
commercial paper was unprecedented and therefore must 
have reflected doubts about the railroad in Light of 
the announcea 1969 results, the Court also ignored the 
fact that there had been an earlier and larger return 
of Penn Central inventory (Lepley Tr. 930; Van Cleave 
tt, 456). 
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the reduction in Penn Central inventory was made as part 

of a broad program to reduce inventory and was in response 

to a series of factors bearing no relationship to the credit~ 
worthiness of the Railroad, 

c. The Court's conclusion regarding Goldman, 

Sacns' good faith was reached without a 
full and fair hearing with respect to 
proffered evidence. 

The ultimate -- and in our view least supportable -- 
conclusion reached by the Court is that stated in its Opinion 
at page 19: 

"It is an inescapable conclusion that starting 

with February 4, Goldman, Sachs just did not 

have faith in this paper any more and was 

lightening its load and reducing its exposure," 
Although this determination turned ultimately upon the 
issue of motive, the Court rejected Significant evidence 
bearing upon motive which should be received and con- 
sidered by the Court on this issue. 

1. "A Badge of Innocent Good Faith." At trial 
Goldman, Sachs sought to introduce evidence that Gustave 
L. Levy was trustee with sole discretion to buy and sell 
common stock held in a “blind trust" for a close personal 
friend. This trust consisted in part of approximately 
180,000 shares of Penn Central common stock worth approxi- 


mately $10 million. The rejected evidence would have shown 


that notwithstanding Levy's personal knowledge of and parti- 
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cipation in various conversations with Penn Central officials, 
he sold all the stock in the blind trust except Penn Central 
because he believed that Penn Central's stock was priced too 
low and would rise with the market as the economy improved. 
The stock was held in the trust until after the reorganiza- 
tion petition was filed and was then sold at a loss of 
millions of dollars. 

As we argued to the Court during trial, Levy's deci- 
sion to hold the Penn Central common stock not only in February, 
but in April, May and June was, especially in view of the 
close personal relationship between himself and the beneficiary, 
"a badge of innocent good faith." (Tr. 809) When that argument 
was made, however, the Court responded, "I don't need it 
for this trial. Objection sustained." (id.) 

The Court's statement that evidence of innocent 
good faith was not necessary appeared at the time to have 
been based upon its conclusion that good faith, as opposed 
to a technical violation of the securities laws, was not 
an issue in the case. Certainly, if good faith were an 
issue, the willingness of Levy to hold common stock for his 
friend to whom he owed a fiduciary duty was an indication 
of a belief in the viability of Penn Central that directly 
contravenes the conclusion of the Court that Goldman, Sacks 


“just did not have faith in this Paper any more... .* 
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(Opinion at 19) 

2. Goldman, Sachs‘ Block Trading Position in 
Penn Central. Goldman, Sachs' offer of proof regarding 
another "badge of innocent good faith" met a similar fate 
during the course of Levy's direct examination. Goldman, 
Sachs offered to prove that as late as May 27, 1970 -- 
only one day before the Pennsylvania Company's $100 million 
bond offering was withdrawn -- Goldman, Sachs took into 
its position as principal a block of Penn Central common 
stock worth $1-1/4 million. Goldman, Sachs bought that 
stock as principal and kept much of it in its inventory 
overnight, thus putting at risk its own money months after 
the announcement which had allegedly caused the reduction 
in inventory of commercial paper. Although the Court inti- 
mated that this evidence was being rejected on the grounds 
‘that it was post-purchase, the evidence certainly showed 
Goldman, Sachs' continued belief in Penn Central on May 27, 
and a fortiori showed its belief at an earlier date when far 
less adverse news was either public or known to Goldman, 
Sachs. The rejection of this evidence further truncated 
Goldman, Sachs' efforts to present fully and fairly its 
side of the "good faith" issue in this case. 

Defendants respectfully submit that the conclu- 


sions of the Court discussed in points a. through c. above 
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constitute the essential basis upon which the Court concluded 


that Goldman, Sachs did not "have faith in this paper any 


more." As shown above, these Supposed underpinnings for 

the Court's conclusion are not Supportable and it is accord- 
ingly submitted that the Court should reconsider its judgment, 
reopening the record to take such additional evidence as is 
necessary. 


CONCLUSION 


The judgment herein should be vacated and a judgment 
entered for defendants. In the alternative, a new trial should 
be granted as to the issues raised by this motion. 

January 23, 1976 
Respectfully submitted, 
SULLIVAN & CROMWELL 
48 Wall Street, 
New York, New York 10005 
(212) 952-8100 
Attorneys for Defendants. 
WILLIAM PIEL, JR., 
MICHAEL M. MANEY, 
PHILIP L. GRAHAM, JR., 
CHARLES E. DORKEY III, 


Of Counsel. 


Exhibit A to Defendants' Memorandum in Support 
of Motion Pursuant to Rules 52(b) and 59(a), 
Federal Rules of Civil Procedure: 


Testimony of Jack A. Vogel in University Hill 
Foundat.on v. Goldman, Sachs & CO., (SeD.N,Y. 
WEL) 


71 Civ. 1166 (MEL)). 
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1 jke 159 Vogel = direct | 

2 seemed to be an. dasiepue in saying it didn't affect your | 

3 attitude towards credit worthiness that I thought you ena 

4 thought it was not even eligible for consideration. 

5 THE WITNESS: Oh, no, you always look at earn- 

6 ings, your Honor. 

7 MiB COURT) | Eiwowld ‘thinks soi. | 

8 Q What was your understanding of Mr. Rogers' 

| 

9 comment that he would continue to carry Penn Central as a | 
10 prime name? | 
11 MR. ATLAS: Objection, your Honor. | 

| 
12 THE COURT: Overruled. | 
13 | MR. ATLAS: Your Henor, the understanding is in 
14 the memo. The memo, as he said, is the sum and substance 
15 of everything he recalls about that conversation. | 
16 | THE COURT: Is the memo the sum and substance 
17 - everything you recall about the conversation? | 
18 || THE WITNESS: Yes. | 
a 19 THE COURT: Well, then you can ask him, if you 
20 want, what his statement on the subject means. | 
gl Q Mr. Vogel, would you look at the last sentence 
a o 


of your memorandum, PX 10, the sentence beginning "Alan 


x 


said." Do you have that? 


A 


Yes. 


Q What does that mean? 


SOUTHERN DISTRICE COURT REPORTERS, US) COUR ETOUNE 
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MR. ATLAS: Objection, your Honor. The docu- 
ment speaks for itself. 

THE COURT: What did you mean -- please don't 
hobble me by these objections. I'm trying to get a rounded 
view of the facts that occurred here. I'm the tryer of 
fact and I have to make a very important decision. I don't 
mean to suggest that I want to go beyond what the rules of 
evidence permit or to alter them differently in any way as 
to one side to the other, but I think that the point of 
view is narrow since the question certainly can be asked: 
When you wrote that, what did you intend to convey? He's 
stuck with what he said, but I want to hear if there is an 
amplification of it. 

THE WITNESS: Did you want me to answer that 
question? 


THE GOURT: Yes, please. 


THE WITNESS: I intended to convey the fact tha 


as a result of Goldman, Sachs' continuing to market commer- 


Cial paper of the Penn Central that Alan Rogers, or NCO 
would have to, have to continue to either rate it or pull 

its rather, whatever their choice may be at the time. That's 
what I intended to convey. 


Ordinarily speaking, your Honor, if a dealer, 


not only Goldman, Sachs, but any dealer, would tell -- 5 
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jke 161 Vogel - direct 
it's Alan —— "Are you going to handle paver of this 
company," and we'd say, "No, we're not going to handle it," 
for whatever reason, "the company doesn't want it" or what- 
ever, they would just close the files and they wouldn't 
have to do any more analysis and whatever work that involves. 
So that was the meaning I was trying to put 
across. The fact that we were handling the paper made it 


imperative that they continue their own investigation. 


THE COURT: Well, that isn't what you said here; 


though. You said -- if you read-the last sentence, you ae, 


"that as a result, you are continuing to carry Penn Central 


aS a prime name." | 


THE WITNESS: Until they decided otherwise, 


it was prime that day, and as far as I know it was going to 
continue to be prime. | 

Q Do I understand, was there anything in that 
conversation that led you to conclude that Mr. Rogers, or 
that the decision to rate Penn Central prime was anything 
other than an independent decision by NCO? 

A Absolutely not. 

Q Would you look in that page of blue sheets at a 
memorandum dated February 5, 1970, marked PX 11. 

MR. ATLAS: Your Wonor, I would just object. I 


Mr. Maney would ask if that blue sheet is an accurate 
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Exhibit B to Defendants' Memorandum in Support 
of Motion Pursuant to Rules 52(b) and 59(a), 
Federal Rules of Civil Procedure: 


Testimony of Robert G. Wilson in University Hill 
Foundation v. Goldman, Sachs & Cou CSYDENEY 
MELD) 


7i Civ. I1l66 (MEL)). 


nin ] 
USTVEDSITY PELE FOUNDATIOS 
vs, 
COLDIAIS. SACHS § €n, 
New York, New York 
November 4, 1975 - 10 a.n. 

(Trial resumed.) 

THE COURT: To am mindful ‘fr. Breindel thought ve 
possibly could conclude this morning. I repret I have to 
leave here at 12:30. If we haven't concluded, I have the 
whole afternoon. 

When we do conclude I would like to discuss 


anestions of summations and questions of a description of 


the contents of the depositions to be submitted and the 


contentions of the parties as to the depositions. 
TR. HANEY. Your tloner, on that point, 1 would 
like to arene promissory estonpe), Wut relyinp on 
"pr. Breindel's estimate, "Ir. Wilson who had planned a 
business trip to California, he has a plane reservation, 
THE COURT: All right. 
RO. Ree G. Wolo S ON, resumed, 
ATRECT EXAMINATION CONT'N 
BY "IR. MANEY: 
0 Mr. Wilson, let me show you Exhibits FK, FL, PH 


and FN, and Plaintiff's Request, to round it out, Exhibit 
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Whitson dine 
for identification. 

‘Ir, Wilson, vour testimony yesterday was as | 
reca}l, there were other instances beside the Penn Central 
when the paper of an issuer was returned from inventory to 
the issucr to reduce inventory; is that correct? 

A That is correct. 

) You said you determined that hy examination of 
certain documents. 

A Correct. 

Q Are the documents which you examined to ascertain 

* 
that information those documents that are hefore you, 
Exhibits FK, FL, FM and FN? 

A Yes, they are, 

fe) Could you explain how you were able to determine 
that information from those documents? 

A Well, Aveo Corporation, which is Exhibit FK, the 
center set of columns entitled "Return to Company" and 
knowing that the corporate tax: date is one normally where 
our inventory is under a preat deal of pressure, I spotted 
the fact on December 15, 1969, we returned six hlocks of 
paner, totaling $10 million with various maturities as 
short as January 28th, and as long as “arch 4th, 

9 That January 28th, isn't that the 19th? 


Excuse me, you are correct. As short as 
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hpin 3 Wilson-direct 7 
Febraiary Of), 

THE COURT: There is ane on Telhruary 3rd, ientt 
There? Let's see if we are looking at the same thing. | 
have a photecony. 6 this the same material here? 

THE VATNESS: Yes. Those add bp te $10 million 
and there are six blocks of then, with fixed Maturity dates. 

nN (Centinnine) I then looked at -- 

THE COURT: What I don't mwnhderstand 15 -- | 
understand vhat vau told me -- but, why do you disregard 
the other items in that colunn? 

THE WITHESS: ell, thev're iff S1z0, a block of 
$10 million is a reasonably good return on one date. 

THE COURT: The ones up above look pretty hie toa. 
On Julv 25th. for example -- 


THE WITRESS: | have no Clear view in my mind of 


July 25th. I have a very clear view of corporate tax date 


Necerher 1969. 

THE COURT: I understand vou might want to 
distineuish about vour indenendent recollection from other 
itens entered here which you do not personally recall, but 
I want to understand the figures in this column -- 

MR. MEANEY: 2 think ‘tr. Wilson is using an example, 

THE COURT: Exarnies aside, and it is helpful to 


have an exarple, I want to know if all those figures in this 
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column do represent returns as indicated. 

THE WETXESS: Absolutely. 

A (Continuing) Then I vent over to Exhibit PN, and 
T had reconfirmed what I knew was going on in December of 
"69, and it is the first column now for the dates December 
12, 1969, and December 15, 1969. 

THE COURT: First column on what page? 

THE WITNESS: It Starts in ‘68. . You should go to 
the pare, the far left column the date is Necember 12 and 
December 15, 1969. 

The second column from the left is the total 
inventory that Goldman, Sachs had, at the end of that day. 

THE COURT: For example, the end of December 12th 
is 16,050, 

THE WITNESS: No, 243 million. 

THE COURT: And December 15, 304, and of course 

thousands. 

THE “LTNESS: Correct. 

(Continuing) So, why this example is so clear to 


me, the December tax period of 1969 was the tightest nortion 


of the money market crunch that we had in 1969. 


Tax date is a day when the corporations pay their 
taxes and they don't tum around with excess cash to buy 


papers, so we know from experience on those tax dates that 
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we will not usually he able ta cover the maturities we have 
coning due on that date, and our inventory historically has 


been used to nick up the unsold portion. 


THE COURT: Somewhat similar | suppose as banks -- 


THE WITNESS: Their loans fO Up on tax date; that’s 


THE COURT: What figure, if anv, on these lines of 
Decenber 12th and 15th, indicate returns? 

THE WITNESS: If we can go over to, I believe Avco 
is the fourth column Over, the column, the number on 
December 12th, 1969, that reads 21 million 250. That's the 
amount of Avco we had in inventory at the end of Friday, the 
12th, and vou can see from the previous three or four days, 
£3 million, 22 million, 21 million, 21 million, and so Van 
Cleave evidently said to Avco, we fot a tax date coming up, 
vill you help us out, ve want to return 10 million of paner 
that's in inventory because we know we'll pet hit on. the 
Sth with a lot of unsold material which we'll try to 
accommodate. 

So, he returned the $10 million. 

THE COURT: As you can see by the next entry. 

THE WITNESS: Correct, and even doing this 
specifically, we couldn't stay within our ceiling, and it 


went up to 403 million. If I hadn't returned it to Avco, 
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hnoinm 6 Vilson-direct 
it vould have read $314 million. 

This is an illustration of returning paper in 
inventory to the issuer. 

“R. ATLAS: Your Moner, 1 vnuta object to this 
exnlanation hy Mr. Wilson. It is speculation as to what 
‘'r. Van Cleave may or may not have been doing. 

THE COURT: It seems to me that plaintiff allepes, 
and perfectly naturally, that the Penn Central return, if 
you Want to call it that, was a snecial situation, 17 think 
the defendant is entitled to show it is not a special or 
unique situation and to have that before me to judge what it 
means. 

"R. ATLAS: The figures are there to he read. The _ 
point is 1 object to "lr. Wilson advising the Court as to 
what Mr. Van Cleave's motives or -- 

THE COURT: I don't need to worry ahout that, 
don't care what the reason is. I won't sdy | don't care, 
but I think Mr. Wilson is competent to testify as to why in 
the ordinary course of the business of Goldman, Sachs there 
are returns, and I helieve his testimony is probative, and 
if you don't believe. in it, you can call another witness to 


establish it. I am not taking his testimony as to what 


‘Ir. Van Cleave intended, hut as to his understanding of the 


husiness of Goldman, Sachs. 
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Wilson-direct 
Mr, Wilson, his Honor inquired about July 25, 1969. 
THE COURT: On FK? 
PR. IANEY: On FR. fer Avco. 

A Yes, I see that. It looks like there are four 
blocks of inventory paper, totaling seven million five. 

THE COURT: 1 think it's eipht million. 

A Yes, eirht Million five, 

0 By reference to FN, can vou determine whether 
those returns vere to substitute for other names or whether 
they produced invertory? 

A By looking at FN, for July 24th, 1969, and then 

25th, 1969, | see an Aveo <- 

THE COURT: That is still the fourth colum:? 
THE WEINESS: Correct. 


A (Continuing) That the days previous we had been 


running 15 miilion, 16, 16, 17, 14, eight millien, and 


eight million being on July 24th. 

THE COURT: Ie that ‘60 or ‘68? 

THE VEEL SS: ‘09. 

THE COURT: I'm confused. I don't sce those 
fipures here. 

THE WITNESS: July 24th, the fourth column, and 
here is Avco, 


Here are my numbers (indicating). 
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THE COURT: Thank you. 


You started with the 17th? 


TUE WITNESS: Correct. Just to give some back- 


eround, that this was one of the lareer inventory names ve 
were carrvine. 

Om July 24th, we had eicht million five at the 
end of the day on the 24th, and this FK shows we returned 
eirht million five on July 25th, and the inventory was 
zero as of the end of the day on sUly 25th. 

Q Do you recall the circumstances of that return? 

A No, sir, 1} don't. 

Q I show you Exhibit EV for identification, and: ask 
you if that refreshes vour recollection. 

THE COURT: Is this in evidence? 

MR. MANE Y=, No, vour Honor. 

I have read the Exhibit FY. 

Q Does that refresh your recollection as to the 
circumstances of the $8,500,000 return? 

A Yes, it does, 

Q Without reference to the exhibit, what were the 
circumstances of that return? 

A That we were experiencing a tough money market 
in July, that the Avco notes were not selling as freely in 


the market as we would like, and therefore inventory was 
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high in Avco notes, and we vere exploring with Frank Suozzi, 
who was the man we dealt with, and we were exploring with 
him if he could take hack sone of our inventory. 

On July 22nd he indicated he might draw down his 
compensating balances that he had at his bank to take back 
the paper, but then on the Z4th he said he had received 
cash from the sale of some property, and hé would be glad 
te use the proceeds from the sale of that property to take 
back the paper which he did, On the 25th. 

Q lr. Wilson, referring ts Avco and Dow, do you 
know what their positions were in your inventory, say in 
the hepinning of 1970? 

A Yes. 

Q What were those positions? 

A We had what we call the top ten list of the top 
ten inventory positions that we had On any given day, Both 
Avco and Dow and Penn Central were in that group. 

They all weren't number one each day. They would 
move around from one to ten «rd occasionally drop out of ee 
hut by and large they were on the list consistently. 

MR. MNANEY: Your Honor, 1 offer PK, FL, Fa, PN, 
and by Plaintiff's Request, I suppose to round out the data, 
PX- 72, 


MR. STLAS: Your Honor, once apain we note our 
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objection that the Avco, flow Chemical, Chrysler situation 
is not relevant to the issues involved, 
THE COURT: Overruled. The exhihits are received, 
(Ne fendant's Exhibits PR, FL, FY. CEN for 
identification and Plaintiff's Exhibit 72 fer 


identification received in evidence.) 


Q ‘tr. Wilson, did vou at rv reqnest attempt to 


calculate the gross receipts received hy Goldman, Sachs for 
handling Penn Central's commercial paper from 1968 through 
1970? 
Yes. 
Did you perform the calculation? 
Yes. 1 did. 
Q Will you explain to the Court how you went about 
the calculation and what results you obtained? 
A If I could have a pad and a pencil. 


I am drawing an X axis, which is eoing to be 


"Hh. ATLAS: As 1 understand the question and the 
amsver, ‘tT. Kilson indicated he didn't make this computation 
until quite recently. It was not made during '69, 1969 and 
the first quarter of 1970. . If that information wasn't 
obtained in that time period, I don't see the relevance, 


THE COURT: I assume the relevance is to show the 
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Exhibit C to Defendants' Memorandum in Support 
of Motion Pursuant to Rules 52(b) and 59(a), 
Federal Rules of Civil Procedure: 


Trial Exhibit FK in University Hill Foundation 
v. Goldman, Sachs & Co., (S.D.8.¥. 71 Cry: 
I as aca 


1166 (MEL)): 


Table showing Prepayments, buybacks 
and returns to company for Avco 
Corporation. 


AVCO CORPORATION 


PREPAYMENTS RETURN TO COMPANY BUY BACKS 


DISCOUNT MATURITY DISCOUNT MATURITY DISCOUNT MATURITY 
DATE DATE AMOUNT DATE DATE AMOUNT DATE DATE AMOUNT 


-O- oO ~0- 12-18-68 2-24-69 3,000 4+ 5-68 
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AVCO CORPORATION (Cont.) 


PREPAYMENTS RETURN TO COMPANY BUY BACKS 


DISCOUNT MATURITY DISCOUNT MATURITY DISCOUNT MATURITY 
DATE DATE AMOUNT DATE DATE DATE DATE AMOUNT 

1-23-70 1-15-70 3-16-70 

6-17-70 500 3-7 1-23-70 2-.4-70 

6-26-70 1-23-70 2-18-70 

6-26-70 12-15-70 Oy ‘ 3-12-70 4- 3-70 

2.2 4-14-70 §-11-70 

5-11-70 10-27-70 

6- 3-70 6-17-70 

6- 3-70 6-22-70 


500 
900 
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Exhibit D to Defendants' Memorandum in 
of Motion Pursuant to Rules 52(b) and 5 
Federal Rules of Civil Procedure: 


Support 
9{a), 


Trial Exhibit FL in University Hill Foundation 
v. Goldman, Sachs & Co., (S.D.N.Y. 71 Civ. 


1166 (MEL)): 


Table showing prepayments, buybacks 
and returns to company for The Dow 
Chemical Company. 


THE DOW CHEMICAL CO. 


PREPAYMENTS RETURN TO COMPANY BUY BACKS 


DISCOUNT MATURITY DISCOUNT TURITY 
DATE DATE AMOUNT DATE DATE AMOUNT 


-O- -0- ~O- -0- -O. oi 


88 


Se 


900 
000 
200 
1,000 
1,000 
200 
000 


8 


Nowe ty 
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THE DOW CHEMICAL CO. (Cont.) 


PREPAYMENTS RETURN TO COMPANY BUY BACKS 


DISCOUNT MATURITY DISCOUNT MATURITY DISCOUNT MATURITY 
DATE DATE AMOUNT DATE DATE AMOUNT DATE DATE AMOUNT 
7- 749 8-23-69 1,100 6-18-69 8 7-69 
9-16-69 11-10-69 3,500 6-23-69 7- 3-69 1,000 
9-16-69 11- 7-69 6,500 6-30-69 7- 8-69 500 
10-17-69 1- 7-70 5,000 7- 1-69 7- 9-69 
12-19-69 1-22-70 5,000 7- 2-69 7- 8-69 
7-10-69 8-15-69 

7-19-69 7-14-69 

7-15-69 8-20-69 

8- 5-69 9-19-69 

8- 6-69 8-22-69 

8-15-69 8-18-69 

9-19-69 9-30-69 

9-22-69 10- 3-69 

9-22-69 11-24-69 

9-22-69 10-29-69 

9-22-69 10-29-69 

10- 6-69 10-20-69 

10- 8-69 11-14-69 

10-14-69 10-21-69 

10-20-69 1-12-70 

10-27-69 11- 7-69 

10-31-69 1l- 7-69 

1l- 3-69 11-14-69 

11-10-69 11-14-69 

11-10-69 12-17-69 

11-13-69 1- 7-70 

11-17-69 1-19-70 

11-26-69 12- 1-69 

11-26-69 12- 4-69 

11-26-69 12- 2-69 

12- 2-69 2- 5-70 

12-11-69 12-24-69 

12-11-69 12-31-69 

12-15-69 . 22-70 

2-17-70 

3- 2-70 

1- 7-70 

1- 6-70 

t- 9-70 

2-20-69 

2-10-69 

3-20-69 
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THE DOW CHEMICAL CO. (Cont.) 


PREPAYMENTS RETURN TO COMPANY BUY BACKS 


DISCOUNT DISCOUNT MATURITY DISCOUNT MATURITY 
TE DATE DATE 
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Exhibit E to Defendants' Memorandum in Support 
of Motion Pursuant to Rules 52(b) ana 59(a), 
Federal Rules of Civil Procedure: 


Ex. F-53 and Trial Exhibit FM in University 
Hill Foundation v. Goldman, Sachs & Co.,; 
(S.D.N.Y. Civ. 1166 (MEL)): 


Table showing Prepayments, buybacks 
and returns to company for Penn 
Central. 


PENN CENTRAL 


PREPAYMENTS RETURN TO COMPANY BUY BACKS 


DISCOUNT MATURITY DISCOUNT MATURITY DISCOUNT MATURITY 
DATE DATE AMOUNT DATE DATE AMOUNT DATE DATE AMOUNT 


10-28-68 1-23-69 1,500 9- 4-68 12-30-68 5,000 
10-25-68 11-18-68 300 
11-19-68 11-25-68 
12- 9-68 
12-11-68 
12-12-68 
12-30-68 
12-31-68 


4- 1-69 
5- 2-69 
6-23-69 
12-24-69 
12-24-69 
12-24-69 
12-24-69 
12-24-69 
12-24-69 
12-24-69 
12-24-69 
12-24-69 
12-24-69 
12-24-69 
12-24-69 


88 


322 


gasseseee 


ueeee 
SSBeeeE 


S 
s8s3 


S8Sssss 


12-17-69 


eTTSt 


PREPAYMENTS 


DISCOUNT MATURITY 

DATE DATE AMOUNT 
5- 1-70 11-16-70 5,000 
5- 1-70 6-10-70 3,500 
5- 5-70 6- 1-70 500 


PENN CENTRAL (Cont.) 


RETURN TO COMPANY 
DISCOUNT MATURITY 
DATE DATE 


1-20-70 
1-20-70 
1-23-70 
1-28-70 
2- 2-70 
2- 2-70 
2- 5-70 
2- 6-70 
2- 9-70 
2- 9-70 
2- 9-70 
2- 9-70 
2- 9-70 
2- 9-70 
2- 9-70 
2-20-70 
2-20-70 
2-20-70 
3- 3-70 
3- 3-70 
4- 8-70 
4+ 870 
4- 9-70 


6-23-70 
6- 4-70 
$- 4-70 
5-29-70 
4- 7-70 
5- 4-70 
6-26-70 
6- 4-70 
6-24-70 
6-26-70 
7- 6-70 


AMOUNT 


3,000 
3,000 
3,000 
3,000 
1,000 
4,000 
2,000 
2,690 
2,000 
1,500 

500 


DISCOUNT 
DATE 


BUY BACKS 


MATURITY 
DATE 


Exhibit F to Defendants' Memorandum in Support 
of Motion Pursuant to Rules 52(b) and 59(a), 
Federal Rules of Civil Procedure: 


EX. F-55 and Trial Exhibit FN in University Hill 
Foundation v, Goldman, Sachs & Co.; (8.0.48.¥. 
Civ. 66 (MEL)): 


Priscout of commercial Pape: ‘nventory, 
showing total inventory of re.n Central 
and random issuers from August 7, 1968 


through June 22, 1970. 


> 77 ASSEN S¥SOSO,xalAZa t 
4/ Cxe 
baee FEN So Meaunsnerpaaen INVENTO2Y 


B-28-FRw 4 FROM B/1/83 TO 722/70 © COO,S OMITTED © +. @aeR 


1 
OaTe TOTAL AVCO CORP CHRYSLER city ora COCOR ICH GCcDvEaR 


STEVENS © UL Com 
8/01/88 234,325 6,700 13300 6.599 29,450 22.000 


@/02768 209,775 3,100 4.096 18,430 26,509 


10,5c0 
er0eses 223.023 850 1.950 6.900 -o 


a/cssee 230,873 3.350 1,230 "16.450 


8/37/68 219,050 : 9,050 6,290 $.759 sg 
2/23/68 224.200 12,500 3.390 _ -t,oce 

8/67/48 242,650 8,500 45190 7,653 

O712768 240,400 11,550 . 2,990 - 6,850 

a713768 237,6c0 10,800 Spas : 5 159 

esissee 229,300 2,650 5.350 =o 

e/15768 197,600 9.350 : Eo gee $.500 

a7 esee 191,600 9,100 8,320 3.250 

2719768 194,825 8,300 5.350 


° 
° 
& 
6 
® 
© 
° 
s 
> 
2 
2. 


6720/68 166,40 ; 6,250 6,050 16. S00 


9 


8/21/86 214,475 4.250 : 5.850 42.600 

8/22/68 196,625 3,750 5,750 10, 890 

8723/68 201,673 3650 : 600 100 $,000 

as2zesse 214,675 3300 1.550 | 100 5,500 3,000 
8/27/86 218,075 3,200 soo 100 2,000 + 0- 


ee 9 


6/29/68 237,200 3,200 700 3.850 15.008 3.400 


8/29/69 264,200 3200 2.130 9,900 14,396 %,0C0 
A/30/68 203.350 2,850 730 6.000 16,300 1.200 


e 


9703768 260,450 6.850 3,556 $599 240250 14,200 


e 


9704/68 238,200 7.150 3,150 9.230 19,359 16.850 
9/05/08 296,730 7.850 $,790 40780 14.780 20,050 1.000 
9/06/08 > 49050 125350 2,350 ° 4,250 14,330 23.950 tno 


COMMEST FAL PLD ER INVENTORY 
FROM A/L/0 4 to even l 79 * 000% OuITTED © 


AVON S08 PRerveL Fe tte ae NONE ROM vEKe sVevrn¢ 


a0 
5 

- 
mo 
e 
G) 
6 
#- 
ao 
° 
Ro 
g 
ZO 
i. 
e 
- 
io 
) 


8/05 /O8 
9/10/68 
9/11/66 
$/12/68 
9/13/68 
9/26/68 
G/LT/6E 
9/18/68 
9/19/68 
9/20/68 
9/23/68 
9/24/68 
9725/68 
9428/68 
9/27/68 
9/30/68 
10/01/68 
10/02/68 
10/93/68 
16/04/68 
10/07/68 
10/08/66 
10/09/68 
10/10/68 
LO/L2/68 
10/14/06 
10/15/68 
iC/16/68 
10/17/68 
10/18/68 
10/21/68 
10/22/68 


Ves23arae 


ele te 2 
262,525 
244,075 
248,875 
221,475 
2775175 
230,275 
227,425 
2405175 
2442425 
213,225 
219,825 
2319425 
2054875 
212,150 
236,900 
242,325 
243.975 
243.825 
231,275 
246,775 
248,425 
2510925 
272,425 
2486475 
241,905 
236,755 
240.486 
211,680 
1824030 
3912580 
198,380. 


YAS, 93460 


felog 
11,800 
11,8C0 
10,290 
16,100 
8,300 
10,300 
12,059 
13,050 
9.750 
10,800 
12.300 
12,000 
20,750 
10.350 
8,650 
9,650 
12,050 
92950 
$2950 
9e45E 
35350 
7,850 
12,300 
11,600 
14,990 
11.900 
10,700 
40.6500 
92350 
7,300 
4,400 


® 490 


590 
9,350 


13,100 


“125350 


12,600 


9,600 


8,500 


12,600 


1. ,2006 


9.200 


7,760 
$200 
32900 
$2150 
3.559 
4150 
7T,iS0 
7,150 
12.750 
10,700 
8,850 
6,650 
4,950 
6,000 
8,956 
14,750 
13,750 
15,850 
18,2 50 
12,150 
12 ,80¢ 
94150 


AAO 


2,250 
1,350 
6, 859 
6,750 
11,750 
10,200 
21050 
22450 


" 8,500 


2e 500 


900 


emer. 


e400 


13,1090 


10,150 
16,000 
16.500 

5,690 
$,100 
8.cOo 
7.500 
12.960 
3.050 
1,5C0 

"3,500 

3.500 
@,0C0 


~o- 


13-460 


1¢,700 


40,690 
32000 
32200 


5,800 


21,060 


t,.co0a 


" =o- 


per a ae 


-t- 


-0- 


eu, 


-0- 
=O4 
=O- 
=O- 
=< 
=6- 


-6=- 


a re 
2 a ae cen mtn ee - 2: ncaa 


4.959 
74850 
$.259 
$,3597 
4850 


6,450 


62450 


6.458 


#958 


Lus2asnre 
10/25/68 
10/23/68 
10/29/58 
10/30/68 
"10731768 
11/01/68 
“11706768 
11/06/68 
11/07/68 
11/03/68 
E1/12/88 
11/13/68 
11714768 
11/15/68 
11/18/68 
Lis19/68 
11/20/68 
11/21768 
11/22/84 
11/25/68 
11/26/68 
11/27/68 
11729768 
12/02/68 
12703768 
12/05/68 
12/05/68 
12/06/68 
12/09/68 


LGK,44C 
148.625 
163,269 
174,265 
190.925 
189,935 
156.456 
173,756 
2020150 
2C7,0CO0 
175,050 
216,856 


214,375 


"169,025 


189,225 
199,575 
197,575 
228,325 
215,625 
177,0c0 
208,900 
2355450 
237,890 
221,240 


265.450 


2325440 
2475990 
234.040 
2210160 
231-950 


“te hou 


8.300 


8.640 
7400 
7,209, 
6,906 
6,150 
8,500 
10,050 
92465 
62900 
6,300 
+209 
34800 


3,800 


2.700 ~ 


3,709 
22400 


22400 


7%e.tS0 7 


8,525 


T4507 


7250 
7250 
$1750 
6,750 

13,750 
7.750" 
94950 

12,950 

10,650 


10,050 


AVEO CORP 


182490 
5,000 


-0- 


“8.000 © 


$5850 


9,059 


9.950. 


8,800 


7,8C6 


15,700 - 
1,000 


7,500 
3,000 
6 500 
10,800 
10,456 
10, 500 
8, 700 
650° 13,600 


COMMERCIAL PepeR INVENTORY 
FROM 4/1/68 Te 6/22/70 


CHRYSLER Ctty nw 


12,206 
2.200 
-o 
-O 
-o- 


4.500 


© COCsS CMITTED o 


cconaicH GOMOD TEAR STEVENS 


& 
9 
9 

Bs 
9 
9 
3 
® 
° 

o 
® 
) 
e 

@ 


t 


12/21/64 


12/12/68 


12/13/62 


12/15/68 


22/17/63 
12/14/68 


12/19/68 


"12/20/68 


12/23/68 
12/24/68 
12/26/68 
22/27/88 
12/30/68 
12/31/68 
1/02/69 
1/03/69 
1/06/69 
1/07/69 
1708769 
1/09/69 
1/10769 
1/13/69 
1714769 
1/15/69 


1/26/69 


1417769 


1420/69 
1421769 
1722/69 
1/23/69 
1426789 


W/2T7A9 


2449450 


237,850 


23tS00n) 7) 


2452350 


207,300 


263,800 


275.409 
272,7C9 
222,250 
2034250 
211,700 
224,650 
172,950 
129,600 
114,850 


80,300 


"41185156 


117.950 
68,350 
77,050 

122,850 

142,806 

122.,¢€00 

128.850 

144200 

199,600 

145,000 

125-425 

132,400 

102,325 

222,325 

343,275 


73250 
8,500 


8,850 


11650 
64650 
34650 
6650 
& 250 
34500 
34100 
2-700 
2700 
1,600 
1,400 
950 
1-950 
850 
3¥250 
50 

-0=- 


=-O- 


7,039 


16,390 


17, €60 


239455 


_ £1859 


17,302 
21,300 
17,405 
5,806 
7,706 
7.100 
6500 


21,690 


$vS00_ 
32500 
26506. 


, 22500 


_ ¥e700 


32500. 
3,560 


o 


o¢ce@8egGoeoeeeC«UmretCG 


1729769 ° 
1730769 
1731/59 
2/03/69 
2704/69 
2705769 
2706/69 
2/07/69 
2/11/69 
2712769 
2713/69 
2/14/69 
2/7789 
2/18/69 
2/19/65 
2/20/65 
2/21/69 
2/24/63 
2/25/69 
2/26/69 
2/27/69 
2/28/69 
3/03/69 
3/04/69 
3/05769 
3/06/69 


3/07/69 | 


3/10/69 
3/11769 
3412769 


144.350 
140,750 
1774159 
207,600 
191,300 
234,550 
210.550 
174,050 
198,250 
2115350 
213,000 
195,025 
246,000 
2224800 
226.850 
220,325 
206,850 


179,7CO0 


_ 177-050 


161,100 


179,250. 


174,050 
199.450 
393,650 
206,656 
2222960 
209.450 
230.475 
214,625 
214,725 


4,100 
6,350 
$2450 
70250 
8,450 
105350 
$2850 
34900 
3-200 
3,200 


1,600 


BENN 


32600 
34800 
7,300 
6 000 
5,900 
7,700 
7,100 

13,600 

15,200 
16,909 
15,000 
7,900 
8,800 
7,900 
7700 
64600 
5,500 
7900 


79400 


7,850 


8550 
1900 
_ 7,200 
4956 


51600 - 


aven Cone 


_ 450 


3,550 . 


1,390 


__ $0950, 


_ 35850 
3,850 


2¢ 6090 


COMMERCIAL PaPcR INVENTORY 
FROM 8/1/68 10 6/22/70 


FWRYSLER 


Ciry 


nw 


_ .. 30850 _ 


_. 39650 


2,000 


@ 0C0,S OMITTED © 


CONN IEW GYOGVEAR STEVENS 


yew Cm 


34137 49° 
214/69 
3737769 
3716/69 
3/19/69 
V20/69 
321769 
2/24/69 
3425769 
3426/69 
3/27/69 
3/23769 
3731765 
4/01/69 
4/02/69 
4/03/69 
4/04/69 
4/07/69 
4108/69 
4/09/69 
4110769 
4/31/69 
4/14/69 
4/15/69 
4/16/69 
S/17/69 
4/18/69 
4721769 
4722769 
4/23/69 
4$/24165 
4/25/69 


mf >of 6% 


199,975 
191,025 
177,125 
132.975 
139,125 
130,756 
146,850 
156,650 
1$3,3¢0 
269,900 
224,550 
192,650 
224.7CO 
234,0CC€ 
224,050 
236,050 
230,350 
198,550 
187,2C0 


* 162,9CO 


176,000 
278.470 
208,820 
222,025 
204,650 
2226275 
226,875 
2472625 
234.325 
187,400 
210,450 
2075390 


3.800 
17,0C0 
16,400 
19,400 
15,200 
12,700 
124700 
12,706 

5.400 

3.400 

8,700 

8,900 
11,550 

8.300 


4e7CO 


" 4050 


£,000 
32500 
45400 


3.400 


12,490 
7,650 
8,769 

eel 
9.599 


10.059 


15,705 
13,300 
17,i5¢ 
16,150 
15.950 
16,1590 
29,250 
20,050 
226450 
28.750 
27,850 
26,150 
34,855 
246400 
23,2360 
27,800 
27,000 
26,400 
24.450 


24,050 


2A.ASH 


6» 700 


3-500 


10,256 
6.556 
92760 
6,550 
5.050 
2-200 
22900 


Ae 


owe 


DvdVu 
40909 


%e409 


"93007, 


1,300 


ogee 


GI29/459 © 
4/30/69 
$/01/69 
5/92/69 - 
$/05/69 
5/06/69 
$/07/69 
$/03/69 
$/09/69 
3/12769 
5/13/69 
5414769 
S/1S28S 
5/16/69 
$/19/769 
$/20/65 
$/21/69 
$/22769 | 
5/23/69 
5/26/65 
5/27/69 


$/23/69 


$/29/69 


6/02/69 
6/02/69 
6/04/69 
6/05/89 
8/06/79 
6/99/69 
6/10/69 


6/1176 


£ure 325 
239,059 
2415950 
255-006 


247,959 


248,450 


232,100 


224,550" 


1840125 
205,875 
167.825 
136,650 
364,275 
164,300 
173,050 
170,1C9 
174.950 
272,7C0 
159,950 
150,2C6 
151,20 
165,000 
161,950 
160,125 
165.725 
172.9590 


161,050 


167-180 — 


154.980 
3944250 
L75-%8C 


22/00 
7,100 


8,900 


$600 


9.200 
8,706 
9,200 
9.700 
8,075 
7.775 
7,025 
9,759 
13,950 
14.650 
142506 
13,5009 
3 £2400 
13,300 
42,100 
13.400 
14,409 
12,500 
13,675 
132950 
12,800 
11,450 
2.750 
2.750 
2,000 


6,850 


62950 


-Y- 
4,106 
£1459 
8,350 
7,950 


95459 


8.750 


5.65C 
72450 
65250 
5.650 
2768 
310,999 
4,75 
4,79 
&,609 
7150 
5,559 
4,005 
6450 
7,400 
7.300 
7,900 
11,600 
5,069 
4,066 


$1650 


4.200 0 


2,200 
25306 
2360 


23,456 
21,750 
23,750 
‘19,750 
224359 
21.955 

~ 219450 
230250 
20,250 
27,550 


274550 


26,;¢56 


26,050 © 
25250 
25,250 
25,5150 
25 050 


* 26-700" 
22,600 


720,606 °° ~~ 


19,809 
19,800. 
18-800 
18,500 
18,500 
16,500 
{5.500 


152506 


15,600 


12,509 


" 413,060 


32253 
2.629 
2,459 
22259 
24256 
25250 


"29250 


1,250 
1,256 
2,000 


2,290 
-0- 
152200 


8,590 


1%é6ec 
18,960" 


~ 29350 


$co 
$990 


4,039 


Se 500 


5,309” 


2 3CO 
22590 
2.5090 

6090 
1.990 
4,999 
,_ 300 


4,850 


COMMERCIAL PAPER [NVENTORY 
FRQY A/1L/6a TO Of22/70 


@ OCC.S OMITTED @ 


serv 
050% 


7.560 


7,500 


6.900 


"$9800 


3.5C0 


"ye S00, 


6/12749 ~ 


6/13/69 
§/18759 
6/17/69 
6/18/69 
6/19/7682 
6/26/69 
6/23/69 
6/24/69 
5/25/69 
6/26/69 
6/27/69 
6/30/69 
7/01/69 
7/92/69 
7/03/69 
7/07/69 
7/08/69 
7/09/83 
7410769 
W/11769 
7/14/89 
WIUS/E9 
T/16/59 
T1769 
7718/69 
T2785 
7422/69 
7723/69 
Was 73° 
7/25/69 


TW28/44 


216,050 
201,9C90 
299,359 
190,350 
188,963 
210,650 
201,959 
166,650 
173,5c¢ 
199,506 
221,700 
207235 
210,200 
193,306 
227,25¢ 
164,3C0 
188,256 
190,840 
168,250 
163,750 
15*-000 
156.650 
373,850 
145,150 
164,200 
165,10C 
187,3C96 
186,400 
189,850 
177,300 
155,075 
153,8CO 


6,600 
5,500 
3,500 
$,600 
4,850 
2,000 
2,606 
8,800 
6e7CO 
7,700 
7,406 
10,950 
211,050 


14,350, 


13,000 
7.500 
42709 
4,100 
42400 

*- 42200 
34150 
2,850 
*s800 

10.200 
7.350 
4450 
$2200 
7325 


62806 


8,950 
7,350 
32,009 
124400 
13,200 
16,900 
15,600 
9503 
9,060 
7,000 
$,000 
4,009 
£,0cd 
2.500 
3.5C90 
$,500 
9.266 
10,8C¢0 
8.200 
62700 
49500 
5,000 
12,000 
12,600 
15,350 
16,250 
16,750 


17,550 


14,956 


8500 
-0- 
=-0- 


10,509 
10,5059 
10,509 
19-500 
~0- 


10,560 


10,5¢2. 


72569 
6609 
6.400 


655590 


4, °C 


3,5¢C 


36500 


429590 
32620 


sco 


42,990 
7,200 
Ty. 


6400 


7732/69 145,700 62750 2,009 162260 7,500 


7431769 210,254 90250 3,060 14,979 82190 


8/01789 161,229 6,050 3,009 : 14,45¢ 4,100 


8/04/69 187,279 10,350 2.206 12,754 4,600 


B/C5/ES 191,825 7,650 £500 12,909 4,509 


8/05/65 202,975 8,990 42900 = 4259 706 
8/07/69 228,725 = = 10,206 5e200 = 34 750 6.859 


2/00/69 200,675 7,200 $.400 _ 39259 _ 62859 


e/11769 197,875 9,850 121,100 22759 _— $509 


8/12/69 170,875 5.5CC se 12,600 32509 


8/13/69 184,475 _ 626090 9,600 _ 6009 


8/14/89 268,850 10,000 $,300 145490 


6/15/59 210,950 16,250 6,890 4.995 


€/18/89 2252125 12,500 _ 11,500 4,600 


8/19/69 224.375 10,900 | 10,700 ~ 7160 _ 


€/29/69 2026275 10,6C0 9,600 6,609 


8/21/69 218,875 Seite - 9,100 4,805 


8/22/69 212,575 $+300 81100 60690 
8/25/69 244.700 _ 60CCD_ =: 20.800 8.500 s_—& 200 
Rf26/09 239,250 6,350 7,690 8.500 84500 


8/27/69 2380900 ss 6753. «98.00 3.000, 75899 


8/28/69 269,250 69300 «AR 150 3,000 9,000 _ 


£/29/69 276,400 6-950  _—s- 7,950 3,000 __— 11,000 


9/02/69 279,2C0 7,350 7,850 i,coo 106700 


9/C3469 272,959 7.750 7.500 1,000 _ 13.4206 


9/04/65 295,359 8,650 211,550 : 3 2.400 


=o= 11,900 


9/05/69 234.600 11,750 22,850 oo A100 -=G= ___ Wh.s00 


9/08/69 215,800 122400 11,650 1,600 =O- 11,500 


9/09/69 213,250 92350 42250 3.750 -C= 832250 


9INO/O9 | 218,330 £6,300 4,750 i 5.150 =—O= 12,500 


COMMERCIAL PAPER INVENTORY 
FROM 4/2/68 Yo 6/22/70 ® 0C00.$ OMITTEO © PACE 6 ~ 


Aven EneD CHeYSLER ftTy . a FNCNS TOs EINNYVE Aa STEVENS ae a 


9/ULS 949 224,400 beedo¥ dese bse 
9/12/69 244,950 17,400 114900 12,009 


9/15/69 235.155 32.450 19,590 


S/16/b9 "22$29C0 106450 0° oa eA - ae 


, 30ss00 
9/17/69 230,250 10,350 12.009 
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D. Plaintiff’s Memorandum in Opposition to Defendants’ 
Motion Pursuant to Rules 52(b) and 59(a) Federal 
Rules of Civil Procedure 


UNITED STATES DISTRICT COURT 


we 
SOUTHERN DISTRICT OF NEW YORK 


Plaintiff, 


~against- 71 Civ. 882 (CMM) 
GUSTAVE L. LEVY, GOLDMAN, SACHS ¢& CO.; 


Defendants. 


PLAINTIFF'S MEMORANDUM IN OPPOSITION TO 

DEFENDANTS' MOTION PURSUANT TO RULES 52 (b) 

AND _59(a), FEDERAL RULES OF CIVIL PROCEDURE 

_—_———S ee EVIL PROCEDURE 

The court's decision of December 27, 1975 represents 
a considered analysis of a voluminous record and the legal 
and factual issnes presented. 
have moved the court, under Rules 52(b) and 59(a), to amend 
its findings and direct judgment in their favor or, alterna- 
tively, to grant a new trial. The defendants have failed to 
present any law or any facts to justify such extraordinary 
relief. 

Motions for a new trial under Rule 59 are regarded 
with disfavor. The burden upon the moving party is a substan- 
tial one. The additional evidence must be more than cumula- 
tive, must be material to the issues and must be sufficient 


to require reversal. 


Irvin v. Buick Motor Compan , 88 F.2d 947, 


949, 951 (8 Cir. 1937); cert. denied 301 U.S. 
702 (1936); reh. denied 302 U.S. 773 (1937). 


International Bureau, Inc. v. Bethlehem Steel 
Co., 192 F.2d 304, 306 (2 Cir, 395)) 1531a 


Pioneer Paper Stock Co. v. Miller Transport 
Co., 109 F. Supp. 502, 503-4 (D.N.J. 1953) 


Ionian Shipping Company v. Tyson Shipping CO.,; 
49 F.R.D. 334 (S.D.N.Y. 1969) 


United States v. Perea, 458 F.2d 535 (10 Cir. 
1972) 


The purpose of a Rule 52 motion is to “clarify 
matters for the appellate court's better understanding of 
the basis of the decision...." A Rule 52 motion will not lie 


to obtain a reversal or a rehearing on the merits. 


Matyas v. Feddish, 4 F.R.D. 385, 386 (M.D.Pa. 
Tas) 


Heikkila v. Barber, 164 ©. Supp. 587, 592 
N.D. Cal. 1958); app. dismissed 308 F.2d 
558 (9 Cir. 1962) 


Zeeman v. United States, 275 F. Supp. 235 255 
(S.D.N.Y. 1967); aff'd in part and remanded on 
other grounds, 395 F.2d 861 (2 Cir. 1968) 


Minneapolis-Honeywell Reg. Co. v. Midwestern 
Instruments, Inc., 188 F. Supp. 248, 254 


(8.6. Fi1. 1960) ;aff'd 298 F.24 36 (7 Cir. 1961) 
Erickson Tool Company v. Balas Collet Company, 


a7i ¥. Supp. 226, 234 (8.50. Ghis L567), att*a 
404 F.2d 35 (6 Cir. 1968) 


The defendants have raised two points. First, 


they contend that the basis for the court's finding of 
jurisdiction under the Securities Exchange Act of 1934 is 
wrongfully predicated upon incompetent proof concerning the 
National Credit Office (Point I). Second, the defendants 
challenge the court's finding concerning the motivation 
behind their inventory decisions (Point II). Defendants are 


wrong on both counts. 


Point I 1532a 


Jurisdiction Under the 1934 Act 


The defendants' claim (p. 4) that the court's re- 
ference to the National Credit Office at page 12 of the 
court's opinion is "unclear" is belied by the very language 


of the opinion. At page 12 the court stated: 


"Goldman, Sachs relies on the prime ratin 
given this paper by the National Credit Office in 
the exercise of its statutor function, The only 
trouble with Goldman, Sachs’ position is that the 
rating organization appears to have continued the 
prime rating on February 5 in reliance on defen- 
dants' decision to continue to sell this paper 
despite adverse news as to the financial condition 
of Penn Central." (emphasis supplied) | 


The court was referring to the defendants: contentions at 


page 14 of their post-trial brief on jurisdiction where the 
defendants stated: 


"Of Prime Quality 


Similarly, it is undisputed that Penn Central 
commercial paper, at the time of the sale to 

Franklin, was rated 'prime' by N.C.0...." 

In a statement hopelessly at odds with their prior 
position, the defendants now suggest that the jurisdictional 
question of “prime quality" should be answered “indepenéently" 
of the rating assigned to Penn Centrel paper by NCO. This, 
however, is precisely the approach followed by the court in 
“evaluating the quality of this commercial paper...." (Opinion 
Pp. 12). 

Under the topic "The Merits of this Litigation" the 


court discussed the multiple facts which led it to conclude 
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that the note bought by Franklin on March 16, 1970 could 
not be considered prime. (Opinion pp. 13, 14-19) ‘These 
facts are as follows: 


ds Penn Central sustained a loss of $13.2 mil- 
lion for the fourth quarter of 1969, a quarter 
which was supposed to show a profit. The news 
of this loss on February 4 was a "shock[ed]" 
to Goldman, Sachs and prompted “immediate 
action." (Opinion p. 15) 


The railroad was budgeting for a loss of $56 
Million for 1970 which, when added to the 

$170 million of additional necessary financing, 
resulted in a total cash requirement of $226 
million for that year. (Opinion p. 16) 

These cash requirements were “beyond those 
envisioned by ... knowledgeable people." 
(Opinion p. 16) 


On February 5, Goldman, Sachs repeated its 
previous requests that Penn Central obtain 
100% bank line coverage for its outstanding 
commercial paper of $200 million. (Opinion 
Pp. 16) Penn Central had only 50% bank line 
coverage as of February 5 and at no time 
thereafter did Penn Central increase its 
bank line coverage above 50%. (Lepley 982) 


Goldman, Sachs, which in the past had pur- 
chased as much as $20 million or 10% of Penn 
Central's outstandingsfor its own inventory, 
took the extraordinary steps on February 5-9, 
1970 of (a) requesting Penn Central to buy 
back its entire inventory position of $15 
Million; (b) selling two-thirds of that 

amount back to Penn Central, the transaction 
being financed by bank lines which Goldman, 
Sachs itself considered insufficient; (c) 
placing a $5 million limit on the amount that 
it would inventory thereafter; and (d) putting 
Penn Central on notice that in the near 

future it would sell the paper only under a 
special arrangement whereby Goldman, Sachs 
would not inventory any of the paper. (Opinion 
pp. 16-19; Exhibits F-2, F~3, F-4 and F-5) 


On February 5 Brown Brothers Harriman & Cy., 
which had previously purchased as much as 15% 
of Penn Central's total outstandings, stopped 
buying Penn Central paper. (Opinion pp. 19- 
20) Brown Brothers’ action like Goldman, 


~ 
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Sachs', meant that Penn Central had lost a 

Sizable source of cash at a time when it was 
depending solely on roll-overs to meet matu- 
rities. (Opinion pp. 11, 19 and 20) 

The court's discussion of the foregoing facts 
makes no mention of NCO. Thus, as the defendants appear to 
recognize at page 1l of their memorandum, the court's ref- 
erence to NCO was "gratuitous" to the issue of jurisdiction, 
except to rebut the defendants' own argument. 

Since the court did not rely on NCO's continuation 
of the Prime rating in finding that Franklin's paper was not 
of prime quality, the jurisdictional result would not be 
changed by receipt of testimony by Vogel and Wilson and the 
SEC deposition of Rogers. The defendants, therefore, are 
not entitled to relief under Rule 59. 4%CO's continuation of 
the Prime rating likewise played no role in the court's 
determination on the merits. Thus, any testimony consider- 


ing NCO would not serve to ‘amplify any facts pertaining to 


either the jurisdictional issue or the merits. Since these 


are. the only issues which will ba before the appellate 
wnat, the defendants are not entitled to relief under Rule 
+ 

In any event, the defendants have shown no justi- 
fication for the additional proof which they now seek to 
offer. Vogel, on direct examination, testified concerning Mr. 
Rogers’ reputation and ability. (Vogel 682-84) Levy testi- 
fied on direct examination concerning his understanding of 


the Vogel-Rogers telephone conversation as summarized in the 


~S— 
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blue sheet of February 6, Exhibit F-3. (Levy 801-3) Thus, 
Goldman, Sachs did "protect the record" (p. 7) and any 
further testimony by Vogel or Wilson on this subject would 
be cumulative. To the extent that defendants failed to 
“protect the record", this was due (1) to Vogel's insistence, 
on both direct and cross-examination, that his sole recollec- 
tion of his telephone conversation with Rogers on February 5 
was limited to what he had recorded in the blue sheet of 
that date (Vogel 684-6, 755) and (2) to defendants' failure 
to elicit the testimony defendants would now offer concerning 
what Vogel "meant" or “intended to convey" (Defendants' Ex. 
A, pp. 540-1) by his summary of that’ conversation included 
in the blue sheet.* Finally, defendants' statement that 
they were "considering" (p. 9) offering Mr. Rogers' SEC 
testimony strains credulity. No part of Rogers' SEC testi- 


mony was designated in either of the pre-trial orders entered 


in this case and, as confirmed by the colloquy at page 1291 


of the trial transcript, this failure can scarcely be attri- 


buted to inadvertance or oversight. 


Point II 


The Defendants' Inventory Decisions 


The defendants contend that the court's finding 


that Goldman, Sachs "just did not have faith in this paper any 


As would appear from Judge Lasker's reaction to it, the 
probative value of the proffered testimony would be 
dubious. (Defendants' Ex. A, p. 541) Cf. the court's 
reaction to similar testimony by Mr. Levy at pages 802- 
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more and was lightening its load and reduciig its exposure" 
is not supported by the record (Defendants' memorandum pp. 
12, 21) and that the court improperly rejected the defen- 
dants' technical explanations for their inventory decisions. 
(Opinion pp. 18-19) 

The record abundantly Supports the court's find- 
ings as to the defendants' motives and its rejection of the 
defendants' explanations for their extraordinary inventory 
decisions. The most telling proof of the defendants' motiva- 
tion lies in their own contemporaneous blue sheets, F-2, F- 
3, F-4 and F-5. These memoranda recount the surprise losses 
for the 1969 fourth quarter; the conferences which swiftly 
followed; O'Herron's statement concerning Penn Central's 
“very tight" cash position; Penn Central's projected losses 
and huge cash requirements; its continued failure to obtain 
full bank line coverage which Goldman, Sachs had been urging 
for months and the run-off which the defendants feared. 


These facts can hardly be characterized as "discrete" (p. 


2), i.e., separate and unrelated, since a reading of these 


blue sheets demonstrates that Goldman, Sachs regarded them 
as inextricably related. Wilson's blue sheet concerning his 
conversation with O'Herron on March 23 could scarcely be 
more damning: 

“Regarding the amount of Penn Central Trans- 
portation's c/p GS&Co. was prepared to inventory 
at any one time, his recollection of the February 
6th luncheon was that no decision had been reached 


and that both the $5MM and $10MM figures were still 
under consideration. I told him that was not my 


-7J~ 
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understanding and that, in fact, GS&Co. felt that 
a $5MM ceiling was appropriate until such time as 
they obtained 100% line coverage, completed some 

of these long-term financings, and started to re- 


duce the Operating losses." (F-5, Transcript 15- 
16) 


The obvious reasons for their inventory decisions 
was, as Mr. Bock concluded and as the court found, the 
defendants' desire to reduce their own exposure, - (Opinion 
p.- 19; Bock 142-48; Doty 599-600) The defendants' explana- 
tions were properly rejected. The blue sheets contain no 


reference to "negative inventory carry." (Exhibits, F-2, F- 


3, F-4 and F-5) The 1970 report on the commercial paper 


department, (F-56), upon which the defendants relied heavily 
was vigorously opposed within the firm and none of it was 
adopted prior to June 21, 1970. (Levy 835-37; Doty 594-98) 
In addition to claiming no Support in the record 
for the court's inventory decisions, the defendants also 
Suggest that the court's decision would have been different 
if the court had received further proof with regard to three 
Matters: (a) Brown Brothers’ removal of Penn Central's paper 
from its approved list on February 5, 1970; (b) other “buy- 
back" transactions; and (c) the handling of Mr. Annenberg's 
Penn Central stock and a block trade of Penn Central stock 
on May 27, 1970 some two months after Franklin's purcha: -, 


There is no merit in any of these contentions. 
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(a) Brown Brothers Harriman & Co. 
ee EF iMaNn & CoO 


Defendants' suggestion to the contrary (p. 3), the 
court made no finding as to the reason for Brown Brothers' 
removal of Penn Central commercial paper from its approved 
list on February 5. (Opinion pp. 19-20) There was no need 
for the court to make any such finding since it was the fact 
that Brown Brothers had Stopped buying Penn Central paper, 
not its reason for doing so, that was so significant. The 
significance lay in the substantial source of cash which 
Brown Brothers' prior purchases had represented for Penn 
Central - $30 million of $200 million outstandings. (Opinion 
pp. 19-20; Exhibits F-3 and F-4; Wilson 1172-73; Transcript 
1275-76) When coupled with Goldman, Sachs' decisions of 
February 5-6; to reduce, limit and ultimately eliminate its 
own inventory, which had previously ranged as high as $20 
million (Opinion p. 17), the loss of cash was potentially as 
much as $50 million. (Wilson 1172-73, 1184-85) 

Certainly the significance of the action taken by 
both Brown Brothers and Goldman, Sachs was appreciated by 
Penn Central which reques”ed (1) that a meeting with Brown 
Brothers (without even knowing the firm's identity) be 
arranged for the purpose of persuading them to reconsider 
(Wilson 1173-74; Exhibits F-3 and F-4) and (2) that Goldman, 
Sachs reconsider at the highest level the proposed tap issue 
inventory procedure. (Wilson 1183-85; Exhibit F-2) Nor, 
was it lost on Goldman, Sachs which fully documented these 


deveiopments in their blue sheets. (Exhibits F-2, F-3 and 
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F-4) The defendants do not challenge the court's conclusion 


that if the action taken by Goldman, Sachs and Brown Brothers 


had been disclosed, the run-off which the defendants admittedly 


feared would have occurred much earlier than it actually 
did. (Opinion pp. 19-20; Bock 142-48, 151-59)* 

The defendants also argue ‘hat the isiebe would 
have disregarded Brown Brothers’ action completely if the 
defendants had submitted evidence to the effect that comparable 
firms add and remove names from their so-called approved 
lists for reasons unrelated to creditworthiness. As prev- 
iously stated, whether Brother Brothers stopped purchasing 
Penn Central paper because of its opinion concerning the 
creditworthiness of Penn Central or for other reasons is 
irrelevant. It should be noted, however, that both Van 
Cleave and Wilson testified on direct examination about 


arbitrary standards employed by some commercial paper investors. 


(Van Cleave 452-53; Wilson 1088-89) 


errs So SO 


In a footnote at page 17 the defendants suggest that 
“it might be argued" that the removal of Penn Central 
from Brown Brothers’ approved list was significant be- 
cause it affected Goldman, Sachs' inventory decision to 
reduce inventory, but then go on to say that there is 
no proof that Goldman, Sachs' "initial request" that 
Penn Central buy back its inventory occurred after re- 
ceipt of the information concerning Brown Brothers. 
Both of these developments occurred on February 5. 
However, there is uncontradicted proof that Goldman, 
Sachs imposed the $5 million inventory ceiling after 
the Brown Brothers' action; namely, on the following 
day, Febru 6. (Exhibit F-3; Wilsen 1171-72) 
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Similarly, there is no Significance in the defen- 
dants' contention concerning bank lines of credit. The 
"answeriny evidence" which the defendants “would have of- 
fered" (p. 15) was in fact received. (See Exhibit BY and 
Lepley at 949-50) The $2 million share which Brown Brothers 
had ir the $100 million bank lines Supporting 50% of : enn 
Central's commercial paper was brought to Mr. Bock's attention 
on both his direct and cross-examination bevels Brown 
Brothers and had no effect on his testimony. (Bock 153-55, 
158, 292-93, 298-300; Exhibit F-21) Exhibit F-21, a Goldman, 
Sachs' memorandum of August 7, 1968, shows that the Brown 
Brothers' line was intended to stand until 1973 and that in 
honoring its commitment on or about April 30, 1970 Brown 
Brothers was simply keeping its word. (Transcript 153-54, 
158, 299) 

The subject of Brown Brothers' bank line was not 
abandoned by the defendants after the court had indicated it 


would give no weight to Brown Brothers' decision to remove 


Penn Central from its approved list. Lepley testified on 


direct examination that Brown Brothers made good on its $2 
million commitment when called upon on or about April 30, 
1970 (Lepley 949-50) and that by May 11, 1970, 72 out of 74 
banks had "honored their commitments." (Lepley 1950-51, 984- 
88) These 72 banks had extended 96.5 of the $100 million 

in available bank lines. (id.) Ignoring this proof, the 


defendants contend (p. 15) that the "undisputed evidence" is 
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that bank lines are ‘cancellable" if the lender is dissat- 

isfied with the financial condition of the borrower. 

The defendants overlook not only Van Cleave's testimony, in 

response to questions put by the court at pages 421-22 that, 

in absence of fraud, bank lines are generally honored, as 

well as Bevan's testimony that Penn Central's bank lines 
contractual, “confirmed lines" for which the railroad 
an interest charge. (2evan deposition Ppp. 5i-S2; cf. 

59) 

The response of Brown Brothers' and 71 other banks 
can scarcely be attributed to their being "satisfied" with 
the railroad's financial condition. As Lepley testified, 
the run-off (which commenced with the publication of the 
first quarter losses on April 23) had already begun and was 
‘in’full- owing when these banks were called upon. (Lepley 
949-51, 984-990, 999-1003: Wilson 1153, 1211-14) Moreover, 
these banks were no longer buying Penn Central commercial 
paper fcr themselves or their customers after the publica- 
tion of those losses. (Lepley 999-1001) Like Brown Brothers, 
these banks were keeping their word. (See plaintiff's reply 


memorandum at pages 21-22.) 


(b) Inventory Buy-Backs 
In rejecting the defendants' "negative inventory 


carry" contention, the court stated that it "appeared" that 


only in the case of Penn Central had Goldman, Sachs required 


an issuer to.buy back a substantial portion of its inventory 
and limited the amount it would carry in the future. (Opinion 


p. 18) The defendants now draw attention to other instances 


«12- 
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of commercial paper buy backs. Only two have been documented. 
Both were called to the court's attention during the trial and 
discussed at pages 11 and 31 of the plaintiff's initial post- 
trial memorandum and at page 31 of the plaintiff's reply 
memorandum. The first involved a finance company, Avco 

Delta and the second, Penn Central itself. Upon analysis, 


neither detracts from the extraordinary nature of the $10 


Million buy back, the $5 million ceiling and the abandonment 


of inventory in favor of a "tap" issue sales procedure, all 
taken with respect to Penn Central. 

The Avco Delta blue sheets (Exhibits EV and EW), pro- 
duced long after completion of pre-trial discovery (Pre- 
trial order p. 119), apparently represent the only other 
instance where Goldman, Sachs required an issuer to buy 
back a substantial portion of its inventory and placed 
a limit on the amount it would inventory in the future. As 
in the case of Penn Central, Goidman, Sachs' took this action 
because of concern about the company's affairs and its 
apparent lack of full bank line coverage. (Exhibits EV, EW, 
F-2, F-3, F-4 and F-5) 

The $16 million buy-back which occurred on December 

23, 1969 (mentioned at pp. 33 and 125 of the defendants' 
post-trial memorandum), cannot be comparea with the $10 mil- 
lion buy back of February 9. Notwithstanding Goldman, 
Sachs' apparent apprehension on December 9 of a possible 
run-off (Van Cleave 452-53), the buy back of December 23 wes 
strictly a temporary measure, a point which Lepley impressed 
upon Goldnian, Sachs when he consented to the transaction. 


(Lepley 932-34, 990-94) 
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(c) “Badge of Innocent Good Faith" 
During the course of their direct examination of 


Mr. Levy, the defendants attempted to elicit testimony and 


introduce documents concerning the handling of Mr. Annenberg's 


common stock in the railroad's parent company and Goldman, 
Sachs' purchase of a block trading position in such common 
stock on May 27, 1970, some two months after Franklin's pur- 
chase on March 16. (Levy 806-13) Throughout the trial the 
defendants had consistently objected to post-March 16 evidence 
even to the extent of opposing the reception of the reorgan- 
ization petition. (Transcript pp. 320, 321-22 and 811-12) 

In view of the peripheral nature of these post-March 16 trans- 


actions, there was no error in their exclusion. 


Conclusion 

The defendants' motion for judgment or a new trial 
should be denied. 

The opinion should be amended so as to delete the 
final sentence of the first paragraph on page 21, as requested 
in the plaintiff's letter of December a4, 1975. 

Dated: New York, New York 
February 2, 1976 
Respectfully submitted, 
Theel, Prof fu, 7 heal, 
Attorneys for Plaintiff 
Robert S. Stitt, 


George W. Taliaferro, Jr. 
Of Counsel. 


E. Order of Honorable Charles M. Metzner, entered 
March 8, 1976, denying Defendants’ Motion 
Pursuant to Rule 52(b) and 59(a), Federal Rules 


of Civil Procedure. 
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i } the Seven-Day Average Rate for week ending Wednesday. F 
(das reported in Footnotes to Tables of Bank Rates in Federal Reserve Bulletins of 


January 1969-July 1969. ‘Thereafter, as reported in Prime Rate Tables of Federal 
Reserve sulletins. 
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